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EDITORIAL COMMENT 
A PERPLEXED SITUATION 


HAT the country has rather sud- 

denly found itself in another depres- 

sion threatening to assume major 
proportions, is now too plain to admit 
of dispute. This situation, following so 
closely upon partial emergence from a 
long-continued and serious depression, 
has resulted in widespread perplexity 
and bewiiderment. 

The course of affairs ultimately lead- 
ing to panics and the ensuing depres- 
sions are fairly well known, and there 
is usually some one happening that in- 
augurates the panic. As a rule, it is 


not difficult, at least after the event, to 
discover the cause of the sudden re- 
versal and to estimate the probable 


duration of the depression. But in the 
present instance, the task is less easy. 
When in October last the prices of se- 
curities took a sharp downward plunge, 
there were lacking many of the condi- 
tions usually present that account for 
what has happened. Speculation had 
hardly gone so far as to excite fears 
of a general liquidation; bank reserves 
were not only ample but redundant; 
money rates were not high but ex- 
tremely low; recovery in industry and 
trade had not gone far enough to war- 
rant the belief that the country had 
reached the end of a cycle of prosperity. 
In short, many of the elements held to 
be the precursors of panic were either 
entirely absent, or present only to a 
degree that might have justified a mod- 
erate recession, but not one of the se- 
verity now being experienced. 

It has been held that the crash was 
due to a weakness in the Stock Ex- 
change mechanism of itself. But, ob- 
viously, this explanation makes the 
problem too simple. Should this ex- 
planation be accepted, would it not 
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necessarily lead to the conclusion that 
panics originate in the Stock Exchange? 
And the remedy would either be the 
elimination of this market for securities 
or a drastic curtailment of its specula- 
tive functions. 

Probably it is more correct to say 
that the Stock Exchange measurably re- 


-flects seasons of prosperity and adver- 


sity rather than to say that it creates 
them, and that the real origins of panics 
are to be sought elsewhere. At least, 
this observation applies to our present 


situation. 
© 


THE COURSE OF FOREIGN 
AFFAIRS 


HEN the storm broke in October 

last, its coming was not due to any 
immediate threat from abroad. Mat- 
ters were in about the same state they 
had been for some time. From an eco- 
nomic standpoint, many foreign coun- 
tries were showing steady recovery. 
Since the date mentioned, however, both 
political and economic conditions, in 
Europe especially, have undergone a 
decidedly unfavorable change. Ger- 
many has overrun Austria, with implied 
threats to Czechoslovakia, Hungary and 
Roumania on the way to an apparent 
objective—the Black Sea; the “Chinese 
incident,” as Japan calls it, is develop- 
ing into a prolonged and bitter war; 
the conflict in Spain seems approaching 
an end, with victory going to the revo- 
lutionary forces; France is grappling 
with grave financial, economic and po- 
litical problems; England, bent on 
maintaining peace, is making conces- 
sions to Italy and Germany, but with 
some twinges of conscience; and in our 
own hemisphere Mexico is in difficulty 
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by attempting to create a more abun- 
dant life too suddenly through expro- 
priating properties belonging to Ameri- 
can and British oil companies. 

Perhaps it is accurate to say that 
world conditions in October last were 
not sufficiently serious to account for 
our slump, but certainly it may now be 
said that they are such as to warrant 
the gravest ‘apprehension. If, there- 
fore, they did not cause the panic, they 
intensify the depression. Extracting 
sunshine from cucumbers would be 
quite as feasible as to draw other than 
gloomy forebodings from the existing 
situation in Europe. 


© 


ROOSEVELT AND BUSINESS 


N political circles of the opposite 

faith, there is a general disposition 
to lay the blame on President Roose- 
velt for what has happened. It is his 
policies, as said in these circles, that 
hinder recovery. Confronted by this 
accusation, does the President turn the 
other cheek? No; he strikes back in 
this characteristic and vigorous fashion: 

“Today national progress and na- 


tional prosperity are being held back 
chiefly because of selfishness on the 
part of a few.” 

Who these “few” are the President 
does not say, but apparently he had 
in mind the “princes of privilege” and 


the “economic royalists.” It would 
seem that if these “malefactors of great 
wealth” are few, the Federal Govern- 
ment is sufficiently powerful to draw 
them from the obscurity in which they 
are vaguely hidden, to bring them into 
the light of day and to punish them as 
they deserve for holding back national 
progress and national prosperity. 

There is no doubt whatever that the 
leading business interests of the United 
States are distrustful of many of the 
President’s policies. It is far less cer- 
tain that this distrust exists among the 
masses of his countrymen. What are 
the grounds on which the distrust of so 
many business men rests? Are they 
concerned with the man himself, or 
with his policies? 

Many believe that the President is 
making war on capitalism, and some of 
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his imprudent statements lend color to 
this belief, as does his antagonism to 
certain of the utilities. But it is appar- 
ent that he himself believes that capi- 
talism is really on trial, and that the 
measures he favors will remedy its ills 
and prolong its life; that they will ad- 
just the capitalistic system and make 
it workable under changed conditions. 

At the present time an impartial con- 
sideration of the legislation sponsored 
by the Administration is almost impos- 
sible, but it may help by asking Mr. 
Roosevelt’s critics a few questions: 

(1) Would you repeal the new Bank- 
ing Act? 

(2) Do you think guaranty of bank 
deposits unwise under existing circum- 
stances? 

(3) Do you favor the repeal of the 
National Securities Act? 

(4) Would you have the Unemploy- 
ment Act and the Old-Age Pension Act 
repealed? 

(5) Are you opposed to the efforts 
being made by Secretary Hull to ex- 
tend our foreign trade? 


This does not exhaust the list of 
questions of a similar character that 
might be asked. And while if the op- 
posing political party should be en- 
trusted with power it would probably 
seek to amend some of the laws indi- 
cated, it is extremely doubtful if the 
outright repeal of one of them would 
be proposed. 

But these questions do not exhaust 
the inquiry into the wisdom of the 
President’s policies; much remains to 
be put on the other side: devaluation 
of the dollar, repudiation of the pledge 
of gold payment of United States bonds, 
abandonment of the gold standard, and 
the ill-considered silver-buying. 

Beyond all these measures in arous- 
ing distrust of the President was his 
misguided attempt to enlarge the 
Supreme Court, for this was, in effect, 
an attempt to change the form of gov- 
ernment by indirect means, and not in 
the manner the Constitution prescribes. 

Opposition to some of the President’s 
measures seems exaggerated if not hys- 
terical. This observation particularly 
applies to the storm of protest aroused 
against his proposal for authority from 
Congress to reorganize certain execu- 
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‘The lane that leads into 
the farmer’s barn; the siding that 
connects the coal breaker with the 
railroad main line— 


These are essential parts of the 
great transportation system of a 
busy nation. 


The checks deposited with your 
bank, whether large or small, added 
to the volume that daily flows 
through the collection centers, are 


a vital factor in the commerce of 
the country. 


It is important that you use the best 
facilities available. 
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tive departments of the Government. In 
its original form this measure was, no 
doubt, too sweeping, and even as 
amended by the Senate, it was not with- 
ut serious objectionable features. But, 
calmly viewed, one may be permitted 
to doubt that it was so vicious as indi- 
cated by the indignation it provoked 
throughout the country. 

All of which boils down to the un- 
deniable fact that there is still ahead 
of the United States more than two 
years of the Roosevelt Administration. 
By this time, with a similar period of 
experience, the country should be able 
to judge what its policies will be in the 
future, and adjust itself to them with 
the best possible grace. At the polls 
in November of this year, the people 
will have an opportunity of recording 
their verdict on the President’s course, 
and in 1940 they will again be able to 
express themselves more decisively, and 
order a complete change, if that is what 
they want. 

© 


THE MENACE OF HIGH TAXES 


EW topics are more ancient than 

taxation. If action in regard to this 
matter were proportionate to the dis- 
cussion of it, our taxing system might 
be less complicated than it is, and taxes 
might even be lower. But, as in the 
case of the weather, there is much talk, 
but little or nothing is done about it. 
On the contrary, under the guise of 
promoting human welfare, new taxing 
authorities are multiplied, and taxes in- 
creased. 

That adequate taxes are essential to 
the reasonable and proper activities of 
government, is not in question. 
the domain of governmental activity has 
been extended so far, and the purpose 
of taxation so enlarged, that it is be- 
coming jincreasingly difficult for the 
producing forces of the country to meet 
these growing exactions. Some recent 
examples of the growing tax burden 
may prove instructive. 

According to the annual report of 
the Western Union Telegraph Company 
for 1937: 


Taxes levied against Western Union for 
1937 and assignable to operations, amounted 
to $5,382,000, an increase of $1,239,000 over 
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1936, or nearly 30 per cent. For the last 
two years the cumulative increase in taxes 
has been 58 per cent. These direct taxes, 
payable by the company, represented about 
62 per cent. of net income before taxes in 
1937. 


And in its recent annual report, the 
New York Telephone Company shows 
how its taxes are mounting. The re- 
port says: 


In 1937 taxes further increased by $4,254,- 
346 to $29,311,615, which figure equated to 
about $7 for each share of common stock 
outstanding and to about $12 for each 
telephone jin service. The company, of 
course, recognizes its obligation to bear its 
just share of taxation but‘it is worthy of 
note that, comparing 1937 with 1932, reve- 
nues were up 4 per cent. and investment 
in telephone plant up 1 per cent., while 
taxes increased 95 per cent. The effect of 
this increasing tax burden on telephone rate 
levels is obvious. 


Here is still another example of how 
taxes are growing, taken from the an- 
nual report of the Eastman Kodak Com- 
pany for 1937: 


Since taxation of business is the subject 
of so much discussion today, the stockhold- 
ers may wish to know the extent of the 
direct tax burden borne by their company. 

For the five-year period, 1926 to 1930, 
inclusive, the consolidated net profits of the 
company were on an average of $20,496,388 
per year, while taxes in this country, paid 
or accrued to Federal, state, and local gov- 
ernments, averaged $3,710,831 per year. 
Compared with these figures the total net 
profits for the year 1937 were $22,347,345 
and the total taxes in this country were 
$8,390,269, an amount equal to $3.72 per 
share of common stock. In other words, 
while the net profits for 1937 were only 
9 per cent. higher than the average net 
profits reported for the period 1926 to 1930, 
inclusive, the taxes for this year were 126 
per cent. higher than the average annual 
taxes during the former period. Another 
significant fact is that the taxes for 1937 
were more than 20 per cent. of the total 
salaries and wages paid to employes in this 
country during the year. 

The total taxes, including all foreign 
taxes, amounted to $10,870,924 for the year, 
and were equal to $4.83 per share of com- 
mon stock. 


When taxation takes 50 per cent. or 
more of net earnings, a situation is 
threatened where capital will become 
increasingly reluctant to embark in en- 
terprise, and this may be what is hold- 
ing back national progress and national 
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prosperity, instead “of selfishness on 
the part of a few.” 

But perhaps the most glaring instance 
of what excessive taxation is doing to 
halt the investment of capital was sup- 
plied by Myron C. Taylor, retiring 
chairman of the United States Steel 
Corporation. In addressing the annual 
meeting of stockholders, Mr. Taylor 
pointed out that in the last ten years 
government, in some form, had taken 
$467,000,000, while the 200,000 and 
more shareholders had received $472.- 
000,000. Since the amount received by 
the shareholders as dividends was paid 
out of surplus to the extent of $13,000,- 
000, they actually received $8,000,000 
less from earnings than was taken by 
government. 

Criticism of taxation is generally 
aimed at the Federal Government, but 
the heavier taxes are imposed by state 
and local authorities. How these are 
growing may be seen from statistics of 
the State of New York. In 1924, with 
a population of 11,394,000, the govern- 
mental expenditures of the state were 
$117,008,000. In 1934, with a popula- 
tion of 13,484,000, expenditures for the 
same purpose were $215,895,000. 
While the national income of the United 
States was $71,950,000,000 in 1924, it 
had declined to $48,561,000,000 in 
1934. Not only was the actual amount 
expended greatly increased, but the 
burden was made relatively heavier by 
the decline in the country’s national 
income. But these expenditures by the 
state were only a part of the story. 
Local outlays, which were $798,310,- 
000 in 1924, rose to $1,152,846,000 in 
1934, The increase, 1924 to 1934, by 
both the state and local authorities, was 
$453,423,000. 

It is realized that taxation is a com- 
plicated subject. Perhaps the most 
hopeful form of attacking it will be 


to study the numerous and in many 


cases overlapping taxing authorities. A 
simplification at this point would be 
the first step in tax reform. But the 
movement will have to go much fur- 
ther to accomplish the desired result. 
It will have to take into consideration 
the purposes for which taxation is be- 
ing imposed, such as for social reform 
and the redistribution of wealth. 


In the face of examples like those 
given above, one clear reason appears 
why capital hesitates to engage in fresh 
enterprises or to expand those already 
existing. 

@ 
RECENT BEHAVIOR OF THE STOCK 
MARKET 


BEWILDERMENT over the spectacu- 

lar collapse in the stock market in 
October last is eclipsed by recent per- 
formances in that quarter. 

Sound judgment of security values 
has been based primarily on the record 
of earnings of the corporations whose 
securities are listed on the Stock Ex- 
change. Reading the reports of many 
of the leading corporations, it is seen 
that their net incomes for 1937 were 
well in advance of those for 1936. Yet, 
the quotations for their shares went 
down. As was observed in these pages 
at the time of the October panic, a simi- 
lar course was noted. 

Here is a striking example of what 
happened in the case of a prominent 
security during March of this year. A 
report of the General Electric Company 
showed that net earnings for 1937 were 
some $19,000,000 greater than they. 
were in 1936. But, despite this strik- 
ing gain, the shares which had been 
at 4514 at one time in 1938, were 
quoted around 28 at the close of March. 

From this no other inference is pos- 
sible than that the forces which at 
times affect prices are not only extrin- 
sic, but that they run exactly contrary 
to the earnings of the corporations 
whose shares are listed on the Stock 
Exchange. In the particular instance 
cited, it is plain that the decline in the 
price of its shares was due to influences 
outside the corporation itself. There 
are, manifestly, such influences always 
in operation, tending to move the mar- 
ket up or down, and an enumeration of 
them is scarcely necessary. But it is 
a striking fact, that these influences 
should be so great at the present time 
as to cause the decline in price noted 
above in the face of largely increased 
net earnings. 

To get at the source of these depress- 
ing factors would be of importance far 
beyond the confines of the Stock Ex- 
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change and the securities markets. For, 
to no inconsiderable extent, the Stock 
Exchange reflects the condition of trade 
and industry in the country at large. 

It would seem to be a fair assump- 
tion, that the depressing factor in re- 
cent months has been of an exceptional 
nature—something quite different from 
the customary influences affecting the 
market. Such would be fear of a gen- 
eral foreign war; distrust of the Ad- 
ministration; a belief that the capital- 
istic system is threatened; or, perhaps, 
that the entire fabric of modern civiliza- 
tion is endangered. 

Probably most of these fears are ex- 
aggerated, and some of them may be 
entirely groundless, but all of them are 
causing apprehension, either by acts in 
certain quarters, or by open discussion 
of their harmful possibilities. To recog- 
nize these fears, and to seek to allay 
them before they develop into actual 
disaster, is wise. 

Calmness in the face of a storm at 
sea, especially on the part of the cap- 
tain, is reassuring. It is equally so in 
an economic storm. Restraint in speech, 
deliberation in action, are always com- 
mendable. They were never more so 


than now. 
@ 


R. F. C. RE-ENTERS LOAN FIELD 


UNTIL the present recession set in, 

the outlook was promising for the 
gradual ending of the activities of the 
Reconstruction Finance Corporation in 


its lending operations. But recent de- 
velopments have completely altered the 
situation, and Congress has found it de- 
sirable to place $1,500,000,000 at the 
disposal of the corporation for making 
loans to states, municipalities, railways, 
and to business enterprises unable to 
obtain banking loans. Fortunately, the 
banks of the country do not now re- 
quire assistance from this source, as 
they did in 1933 and for some time 
thereafter. 

It is remarkable that several times 
in our recent history the Government 
has had to come to the relief of the 
business situation, by guaranteeing, in 
part at least, loans made by the banks, 
or by making loans outright through 
the agencies existing for that purpose. 
374 


This new departure has continued so 
long, and its activities have extended so 
far, that it must profoundly affect the 
banking situation for a good while. It 
will make it difficult for the banks to 
resume their normal lending activities. 
They are becoming accustomed to con- 
sider certain types of loans as improper 
for them to make, or are expecting a 
Government guaranty for other loans 
which would, under ordinary circum- 
stances, be regarded as quite proper. 
This does not make for the independ- 
ence and vigor of the banks, but it is 
indicative of a cautious banking policv 
at a time when caution is highly essen- 
tial to safe banking. 


® 


EXPLAINING THE RECESSION 


Durinc the past few years, the Fed- 
eral Government has embarked upon a 
number of policies which have con- 
stituted a distinct discouragement to 
business enterprise. Taxes were raised, 
wages were increased in haphazard 
fashion and made less flexible by the 
vigorous encouragement of unioniza- 
tion, the Government embarked upon 
business ventures of its own in the util- 
ity and other fields and business men 
were reminded constantly that the Fed- 
eral Government was antagonistic to the 
profit system. Hence, after an initial 
upturn from the extremely depressed 
levels of 1932-33, accelerated by heavy 
Government spending, a new severe de- 
pression has developed as these tem- 
porary stimuli have ceased to exert their 
effect—New York Journal of Com- 
merce. 


ENDING THE DEPRESSION 


Ir by some magic power all the various 
factors, such’ as wages, commodity and 
security prices, rents, real estate, taxes, 
debt and the like could be adjusted 
simultaneously to a normal relation- 
ship, the depression would be auto- 
matically over. Any program that con- 
tributes toward this end will be effec- 
tive, while any which does not will 
merely aggravate the situation —New 
England Letter, First National Bank o/ 
Boston. ti ts 
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Bank investment policy and the 
new depression 


By Dr. A. Puitip WooLirson 


OMMERCIAL bankers have, for the 
past several months, been greatly 
bewildered as to what their invest- 

ment policy ought to be in the light 
of the second major business depres- 
sion that has hit the country within 
the past ten years. Perplexity as to the 
prospective course of economic events 
has resulted in a very general prefer- 
ence for the maintenance of a highly 
liquid position. The fear in the minds 
of business men in the aggregate as to 
their own ability to weather the storm 
and maintain some degree of profitabil- 
ity, has permeated through banking cir- 
cles and has accentuated the bankers’ 
uncertainty as to the prospective profit- 
ability of their own organization. How 
long this fear and uncertainty in bank- 
ing and business circles will last, it is 
impossible to say. Since, however, com- 
mercial banks must endeavor to put 
their funds to work if they are to stay 
in business, the problem arises particu- 
larly as to what form their investments 
should take and what contribution they 
may make to the restoration of busi- 
ness prosperity. 


Two Principal Uncertainties 


From the point of view of the com- 
mercial bank officers responsible for 
the investment policy of their institu- 
tions the two principal uncertainties 
created by this new business depression 
are fear as to the apparent ultimate in- 
evitability of a sharp commodity price 
rise incident to continued budgetary de- 
ficits, and the fear that the easy money 
policy of the monetary management 
authorities cannot be permanently suc- 
cessful in maintaining the yields of the 
highest grade of long-term bonds at the 
current low levels. There is, of course, 
no clear picture in the minds of the 
bankers as to just what level the rise 
in commodity prices will attain. Nor 
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is there any general feeling as to what 
level the yield on high-grade long-term 
securities will ultimately attain. What 
is generally felt, however, is that we 
may be approaching a readjustment in 
the level of bond yields, and that un- 
til such readjustment occurs, the prime 


‘‘The fear in the minds of 
business men in the aggregate as 
to their own ability to weather 
the storm and maintain some de- 
gree of profitability, has per- 
meated through banking circles 
and has accentuated the bankers’ 
uncertainty as to the prospective 
profitability of their own organ- 
izations. How long this fear and 
uncertainty in banking and busi- 
ness circles will last, it is im- 
possible to say. Since, however, 
commercial banks must endeavor 
to put their funds to work if 
they are to stay in business, the 
problem arises particularly as to 
what form their investments 
should take and what contribu- 
tion they may make to the re- 
storation of business  pros- 
perity.’’ 


duty of the commercial banker is to 
conserve his capital and wait for the 
expected readjustment before adopting 
an aggressive investment policy. 


Yields on High-Grade Bonds 


The course of yields of high-grade 
bonds in the  post-1929 depression 
period and in previous cyclical depres- 
sion periods would scarcely suggest 
that a readjustment in bond yields, such 
as is widely feared, would take place 
in the present depression period. The- 
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oretically, the prospect should be just 
the reverse, namely, the maintenance of 
current low yields on long-term high- 
grade bonds, and possibly some further 
decline in such yields, so long as the 
current business prospects remain so 
uncertain. Particularly would _ this 
theoretical conclusion seem to be borne 
out when it is considered how deter- 
mined the monetary management au- 
thorities are to pursue their easy-money 
policy to aid business recovery. 

The experience of the banks in 1937 
would seem to indicate, however, how 
rapidly the price of even the highest 
grade bonds can decline in the face of 
continued reiteration by the monetary 
management authorities of their easy- 
money objectives, and in the face of a 
continued superabundance of idle funds 
in the hands of bank depositors avail- 
able for investment. It is entirely con- 
ceivable that the factor of bank psy- 
chology may be the determining influ- 
ence upon the trend of investment values 
of long-term securities over the near 
future, and that Administration mone- 
tary policies may be only a secondary 
influence upon the course of bond values. 


The Fear of Inflation 


One of the important influences af- 
fecting bank psychology over the past 
several years has been the widespread 
publicity given to discussions of the as- 
sured probability of the development of 
a serious price inflation. It has seemed 
inevitable to a large body of monetary 
economists, particularly since the de- 
valuation of the dollar early in 1934, 
that this country was headed for a high 
degree of inflation. Such discussion in- 
evitably influenced an important body 
of commercial bankers and affected 
their investment policy in important 
measure. Fearful of capital deprecia- 
tion if they held long-term securities at 
low yield levels, such bankers preferred 
to keep the proportion of long-term se- 
curities in their portfolios to very low 
levels, to invest most heavily in short- 
term securities, and preferred even to 
have outstanding an appreciable vol- 
ume of excess reserves. However, long- 
term bond yields continued to decline 
till the close’ of 1936, and the banks 
which had been most influenced by dis- 
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cussions of inflation found that they 
had apparently pursued a continuously 
unprofitable policy. What had appar- 
ently not been visualized by the infla- 
tion-minded monetary experts was the 
extraordinary addition to the capital 
funds seeking investment, resulting 
from the foreign expatriation of capi- 
tal and the additional influence of this 
factor upon accentuating the conditions 
of easy money which was the desired 
objective of our monetary management 
authorities. 

If it were possible to isolate the fac- 
tor of the inflow of foreign funds to 
our money and capital markets from 
early 1934 to the fall of 1937, as an 
influence upon the trend of long-term 
money rates in this country, it is en- 
tirely probable that Government deficit 
financing over the past several years in 
this country would have been consider- 
ably more costly and that the entire 
money rate structure would have been 
at a level more nearly consonant with 
the domestic capital supply and de- 
mand situation, and that commercial 
bank operations would have been con- 
siderably more profitable. 


Flow of Funds from Abroad 


In view of the current European wat 
uncertainties, it would be highly 
hazardous to suggest that the expatria- 
tion of foreign funds would soon cease. 
Developments from August, 1937, to 
February, 1938, did seem to suggest 
that the large capital inflow had ceased 
and that some repatriation of funds in- 
vested by foreigners in our markets 
might readily eventuate. What does 
seem probable is that we have reached 
the situation where leading foreign 
capital centers may soon be compelled 
to adopt stringent measures to prevent 
further expatriation of capital by their 
domestic investors. The uncertainty in 
our markets as to the possibility of 
large scale repatriation of foreign capi- 
tal is a factor to induce hesitancy on 
the part of the commercial banker as 
to increasing his commitments in long- 
term securities. 

If the foreign fund inflow to this 
country over the past several years is 
to be considered as an abnormal influ- 
ence on our money rate structure, re- 
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patriation of such funds will in all 
probability lead to a reversal of the 
money rate trend, unless the domestic 
capital supply and demand situation is 
such that there continues outstanding 
an excessive volume of capital pressing 
for investment at current low rates. 
The artificial character of our entire 
money and capital situation would seem 
to suggest that it is not an excessive 
supply of loanable funds, but the un- 
certainty in the minds of investors, 
which has accentuated the declining 
trend in the yields of high-grade long- 
term securities over the recent past. 


There are no available statistics to 
indicate satisfactorily how large a vol- 
ume of our outstanding bank deposits 
standing to the credit of individuals 
and corporations is available for invest- 
ment in new capital issues, whether such 
issues are floated by private corpora- 
tions or by the Government and _ its 
agencies. It has generally been as- 


sumed that the volume of such funds 
available for new investment is ample 
to meet all prospective demands, and 
without causing any pressure on the 
level of values of long-term securities. 


What does not seem to be generally 
understood is how artificial our whole 
money and capital market situation is. 
A marked increase in the volume of 
new capital issues incident to a recov- 
ery of business sentiment and confi- 
dence in an assured business prosperity 
would find that existing low bond yields 
for high-grade securities were abnorm- 
ally low and not representative of an 
overwhelming excess of available capi- 
tal resources. It would be realized that 
the large volume of deposits resulting 
from Government deficit financing are 
indicative, not of a capital excess, but 
rather of a capital shortage. As indi- 
cated by the trend of events in 1937, 
the present low level of yields of long- 
term Government bonds, and ipso facto, 
of all high-grade securities, depends 
upon the willingness of the commercial 
banking system to refrain from liqui- 
dating any appreciable proportion of 
their portfolio. 

Probably the principal factor which 
will determine the commercial banks’ 
willingness to retain their holdings of 
long-term Government securities is their 
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attitude as to the size of prospective 
Federal budget deficits and the possi- 
bility of attaining a balanced budget 
in the course of the next several years. 
If the prospect is for continued unbal- 
anced budgets, and prospective budget 
deficits over the next several years of 
a size approaching those of the 1934-37 
period, the prospects for maintenance 
of existing low long-term money rates 
is none too clear. The severity of the 
new business depression and the con- 
tinued uncertainty in the minds of busi- 
ness men and bankers as to the Admin- 
istration’s economic policies render it 
increasingly uncertain that budget defi- 
cits will in the near future become in- 
consequential. 

There is a school of thought that 
seems to hold that the size of the budget 
deficit in periods of depression is not 
important. Particularly do they feel 
that way when they believe that increas- 
ing social security taxes, recoveries by 
the R. F. C. on its loans, and increas- 
ing investment by the public in the 
so-called Government “Baby Bonds” 
provide funds to finance current budget 
deficits without resorting to the creation 
of bank deposits by the commercial 
banking system. Unfortunately, a 
budget deficit is a budget deficit, and 
continued faith in the stability of the 
Government’s credit can only be main- 
tained when there is a prospect for re- 
current annual balanced budgets. Fear 
as to the ability of the Government to 
fund its securities at currently prevail- 
ing rates must inevitably result from 
doubt as to the Government’s ability 
to balance its budget. And fear as to 
a possible decline in Government secu- 
rity prices sooner or later brings with 
it the very decline that was feared. 


Administration Against Inflation 


It is of course obvious to all in- 
formed people that the Administration 
is dead-set against inflation. Nowhere 
in the statements of the monetary man- 
agement authorities, or by other Ad- 
ministration departments, is there any 
basis for maintaining that the Admin- 
istration favors sharply rising com- 
modity prices. On the contrary, the 
whole approach of the monetary man- 
agement authorities has been to main- 
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tain easy money to aid in business 
recovery, and to forestall the develop- 
ment of any inflationary tendencies in 
the business and price situation. More- 
over, the President in his statement in 
February on the maladjustments of 
commodity prices seemed to indicate a 
decided objection to the suggestion that 
a “balanced” production could be at- 
tained by a continually rising level of 
commodity prices. 


Unfortunately, we are faced with 
facts and not with theories, and the 
outstanding fact is that the debt and 
tax burden require a rising price level 
if business is to continue solvent, in- 
crease its profitability, and absorb the 
unemployed. Whether a rise in the in- 
dex of wholesale commodity prices to 
the 1926 level will restore industry to 
the degree of profitability obtained dur- 
ing that period, it is of course impos- 
sible to say. The business develop- 
ments over the past year would seem 
to indicate that business cannot carry 
the existing debt and tax burden at a 
price level more than 20 per cent. be- 
low the 1926 level unless. we are to 
assume that an increasing volume of 
corporate debt is to be liquidated 
through bankruptcy. 

The current business depression has 
put the Administration “on the spot,” 
so to speak. For the country must have 
a rising price level if business and em- 
ployment are to pick up, and the coun- 
try must have continued low long-term 
money rates if the interest burden on 
the outstanding Government debt is not 
to increase substantially over the next 
several years. Measures requisite for 
restoration of the price level would 
seem to be forced upon the Administra- 
tion by the pressure of events in this 
country. The effect would be to nullify 
the efforts of the monetar} management 
authorities to maintain long-term money 
rates for Government securities at cur- 
rent managed levels. 


The problem created for the Admin- 
istration by the new depression might 
be resolved most favorably for it, if 
conditions were created under which 
the velocity of circulation of existing 
bank deposits could be measurably in- 
creased. The total volume of commer- 
cial bank deposits now outstanding, 
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even after making allowance for the de- 
cline in volume incident to the credit 
deflation of the past several months, is 


‘‘The debt and tax burden re- 
quire a rising price level if busi- 
ness is to continue solvent, in- 
crease its profitability, and absorb 
the unemployed. Whether a rise 
in the index of wholesale com- 
modity prices to the 1926 level 
will restore industry to the de- 
gree of profitability obtained 
during that period, it is of course 
impossible to say. The business 
developments over the past year 
would seem to indicate that busi- 
ness cannot carry the existing 
debt and tax burden at a price 
level more than 20 per cent. be- 
low the 1926 level unless we are 
to assume that an increasing vol- 
ume of corporate debt is to be 
liquidated through bankruptcy.’’ 


more than sufficient to finance a mark- 
edly higher volume of business and 
trade at advancing prices. 


However, 
the velocity of circulation of commer- 
cial bank deposits remains at about the 
low level reached in the post-1929 de- 
pression. Unless we are to look for 
prompt restoration of business confi- 
dence to bring about an increase in de- 
posit velocity, we shall be faced with 
the problem of reflating our price 
structure and our business volume 
through further reflation of the volume 
of deposits. 

It is not necessary to go into great 
detail as to the manner with which 
commercial bank deposits are increased 
through increasing purchases of new 
Government securities by the commer- 
cial banks. The commercial banking 
system found it necessary in the several 
years following 1933 to make substan- 
tial increases in their holdings of Gov- 
ernment securities. The deposits created 
by such operations were of supreme im- 
portance in reflating the country’s price 
structure, and at the same time led to 
a widespread belief that the country’s 
capital accumulation available for new 
capital investments had increased sub- 
stantially. What had happened in ef- 
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fect was that the country was borrow- 
ing in anticipation of prospective 
capital savings that could be anticipated 
with improving business conditions, 
and such increase in bank deposits 
represented only in small measure cur- 
rently increasing capital savings. Liqui- 
dation of Government security holdings 
by the banks to non-commercial bank 
investors would result in a diminution 
in the volume of available capital for 
investment in new corporate issues. 
Anticipation of a decline in bond prices 
may very well result in such a develop- 
ment and will reveal the inadequacy of 
capital savings to take care of the 
necessary capital requirements which 
assured business prosperity would pro- 
duce. 


The prospect over the near future 
would seem to be that continued refla- 
tion of the country’s deposit structure 
would be necessary if business and 
price recovery are to be induced. Such 
reflation can only result by increasing 
sales of Government securities by the 
Treasury to the commercial banks. The 
prevailing excess reserve position of 
the commercial banking system and the 


determination of the monetary manage- 
ment authorities to pursue their easy 
money policy would suggest that the 
Treasury would have little difficulty in 
financing an increasing volume of short- 


term securities. And in the same de- 
gree the better corporations would find 
little difficulty financing their capital 
requirements in the form of short-dated 
securities. 


How successful the Treasury and 
private business will be in floating long- 
dated securities is a matter of greater 
doubt. A 21% per cent. level for long- 
term Government securities and a 314 
per cent. level for long-term AAA 
corporate bonds are symptomatic of 
the present depressed condition of the 
capital market, and of the necessity of 
the commercial banks and such invest- 
ing aggregations like the insurance com- 
panies to earn at least “bread and but- 
ter.” Continuing unbalanced budgets, 
the inevitability of a price reflation 
program, the continued diversion of 
private capital savings through taxa- 
tion for governmental requirements, 
may very well ultimately result in a 
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breakdown of the artificially low level 
of long-term money rates, and may re- 
store them to a level such as prevailed 
in 1927 and early 1928. 


What, then, should the policy of 
commercial banks be with reference to 
their Government security holdings. 
They have been through a particularly 
trying period over the past several 
months and have watched the prices of 
all but the very highest grade bonds 
dropping uncomfortably. Some of them 
may have already found it necessary to 
liquidate their highest grade security 
holdings to protect their capital posi- 
tion. All feel the urgent necessity of 
keeping a highly liquid position be- 
cause of the uncertainties created by the 
new depression, and at the same time 
are anxious to increase the volume of 
their outstanding loans. And it is 
widely appreciated that a general liqui- 
dation of long-term Government bonds 
is not possible at current high levels. 


The answer would seem to be that 
the commercial banks will continue to 
compete sharply for short-dated secu- 
rities of the highest grade, and that 
the Treasury will continue to find it 
most profitable to finance its require- 
ments through the issue of short-dated 
certificates, bills, and notes. The com- 
mercial banks will find it necessary to 
continue to hold long-term securities 
for the returns which they find essen- 
tial if they are to stay in business, but 
they will find it advisable to liquidate 
their holdings on every rally of Gov- 
ernment security prices. They will con- 
tinue to hope that their business clients 
will receive more understanding treat- 
ment of their problems by the Admin- 
istration, and that being thus blessed, 
they will increase their borrowings both 
at the banks and in the capital markets. 
The commercial bankers will continue 
to feel that the new depression has 
made inevitable a substantial reflation 
of commodity prices, and that the rise 
will be accompanied by a higher and 
more profitable level of long-term 
money rates in the not too distant 
future, and that corporate borrowers in 
the capital market will find that the 
unusually favorable terms prevailing in 
1937 are not at all indicative of a true 
domestic capital supply situation. 

379 





IS AMERICA ANEMIC? 


FINANCIAL anemia is the ailment from 
which American business is suffering. 
Anemia is a lack of blood. Financial 
anemia is a deficiency in the flow of 
new business capital. The capitalistic 
system requires a continuous flow of 
new capital, and in our case the flow 
has become inadequate, and business 
stagnation has resulted. 

There are two main sources of new 
business capital. One consists of the 
internal savings of business. These are 
funds companies earn and plow back 
into their own operations in the form 
of replacements, additions, and better- 
ments of plant and equipment. A 
second source is new capital raised by 
the sale of securities. This capital 


comes from the external savings of 
others, rather than from the internal 
savings made by the companies them- 
selves. 

Under exceptional conditions, as in 
wartime or in such a period as the 


past five years, the flow of reinvest- 
ment funds to private savers and to 
corporate savers may be greatly in- 
creased by expenditures which govern- 
ment may make in excess of the 
amounts it is taking back from the 
public through taxation. Such added 
contributions come from government 
borrowing. 


Under present conditions the inter- 
nal savings of companies are constricted 
because the government has imposed 
heavy, progressive taxes on the undis- 
tributed earnings of corporations. The 
volume of earnings has been reduced 
through the sudden increases in wages, 
and the amounts retained have been cut 
down by the new taxes. 

The flow of new capital raised by the 
sale of securities has been reduced by 
rigorous new restrictions on the issuing 
of new securities. The market for new 
securities has been restricted by in- 
creases in the capital gains taxes and 
advanced surtaxes on the higher indi- 
vidual incomes. These restrictions have 
restrained capitalists from taking risks, 
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and investors from being venturesome. 
These restraints against capital for- 
mation and capital flow had been in 
effect before the recent business down- 
turn. The handicaps they imposed were 
largely hidden by the huge outpour- 
ings of government borrowed funds. 
Now the government has curtailed its 
borrowings because its revenues are 
supplied from higher taxes and social 
security income. The result is an 
acute business relapse caused by under- 
investment.—Col. Leonard P. Ayres. 
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BANKING NOT A MONOPOLY 


“BANKING is no monopoly,” asserted 
Orval W. Adams, president of the 
American Bankers Association, in his 
address opening the Regional Banking 
Conference of the association at the 
Claypool Hotel, Indianapolis, Ind. 
“Banking never has been a monopoly 
in this country,” he added, “It has no 
dictator. Nor is it controlled by sixty 
families. Banking acknowledges no 
master save the public whom it serves 
and the public’s representatives to whom 
it is responsible.” 

Mr. Adams, who is executive vice- 
president of the Utah State National 
Bank at Salt Lake City, Utah, declared 
that bankers are “fundamentally op- 
posed to the concentration of financial 
power. They still believe in states’ 
rights,” he said, “and are opposed to 
remote control of local affairs by dis- 
tant powers.” 

Mr. Adams stated that “the American 
Bankers Association is and always has 
been committed to the maintenance of 
the independent unit bank and the dual 
banking system. The unit bank and 
the dual system are part of the economic 
fibre of the country,” he said. “Under 
them banking has been responsive to 
the needs of American community life. 
With them, this continent was conquered 
and the American agricultural and in- 
dustrial system was built.” 


THE BANKERS MAGAZINE for May, 1938 





The confusion regarding money 


By Harvey S. CHASE 


PART II 


HE comments and criticisms set 

forth in Part I of this article 

(April issue of THE BANKERS 
MacAZzINE) have been written not for 
bankers or for thorough students of 
financial affairs, but primarily for the 
great body of intelligent but ill- 
informed laymen of both sexes. It is 
essential that this major part of the 
population, sufficiently interested in 
problems of finance to be bewildered 
by the opposing views positively set 
forth by those upon whom they rely, 
must be instructed by statements clari- 
fied from unnecessary technicalities 


and simply expressed. Unless this is 
done upon a much greater scale than 
is happening at present, the fogs and 
bogs of which we speak will grow 
denser and deeper. Misunderstandings 
will increase and the malign effects of 


incorrect views and alarming outcries 
about money, inflation, deflation and 
the rest will become even more serious. 

So our previous reference to Social 
Credit as an illustration of many mis- 
taken theories concerning money, makes 
evident what we are driving at in this 
article. The “New Economics,” as it 
is frequently entitled by its supporters, 
has enlisted a very large following in 
various parts of the English speaking 
commonwealths, notably New Zealand 
and Australia as well as Alberta. Its 
philosophy is humanitarian and opti- 
mistic. It appeals to a considerable 
clientele by its expectation of provid- 
ing enlarged income to every one. This 
would be accomplished through draw- 
ing upon the “general credit” of the 
Government by means of “retail dis- 
counts” of 25 per cent. or more on all 
purchases, thereby stretching out in- 
comes and extending purchasing power. 

The “General Credit” of the Govern- 
ment is alleged to sustain retail dis- 
counts as well as to provide frequent 
distributions of additional purchasing 


power to all citizens irrespective of 
earning power otherwise. 

Like the Townsend Plan and similar 
popular Utopian schemes, it attracts 
large numbers of excellent people, men 
and women, who are suffering under 
present economic conditions and who 


This is the second of two ar- 
ticles in which the author points 
out what he regards as serious 
fallacies concerning the distinc- 
tion between bank deposits and 
money. 


greet with enthusiasm any plan which 
offers relief from their shortages and 
miseries. 

Many otherwise intelligent people are 
constantly misled by such wholly im- 
practicable schemes because they, as 
well as the authors of these proposals, 
are ignorant of the meaning and limits 
of “money.” They confound money 
with credit, with bank-deposits, with 
government fiats and irredeemable is- 
sues of paper currency based on their 
imagination of an abstraction which 
they call “government credit.” 

The latter is “thin air” certainly. 
To make this evident to untrained lay- 
men there seems to be no recourse other 
than to set forth the common actual- 
ities of daily transactions in banking 
and trade as is attempted here. 

Such illumination is what this article 
is “driving at” and we turn naturally 
to the next question: 


What Is Money? 


One of the prolific as well as intel- 
ligent writers on money is Professor 
G. D. H. Cole of Oxford University. 
His books are well known. “What 
Everybody Wants to Know About 
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Money” has gone through many edi- 
tions and been widely read in America 
as well as Great Britain. 


After treating of coin and bank notes 
and concluding that both are money, 
Professor Cole deals with cheques. He 
says: “a cheque differs radically from 
a bank note, though they are both in 
form promises to pay. A bank note 
is a banker’s promise to pay; and if it 
is issued by a reputable bank it passes 
easily from hand to hand without neces- 
sarily being ever converted into any 
other kind of money, but a cheque, 
though it may occasionally pass through 
several hands and so be used as money, 
commonly fulfills its purpose in the 
course of a single transaction and is 
thereupon cancelled when its work is 
done.” He then queries “If we reject 
cheques from our definition of money, 
what are we to regard as the money 
which these cheques transfer from one 
person to another? This brings us to 
the question of bank deposits. Bank 
deposits are, in the most developed 
communities, by far the most important 
means of payment and those with the 
aid of which the largest and most im- 
portant business transactions are habitu- 
ally settled. It seems then that our 
definition of money must be wide 
enough to include bank-deposits.” 


This quotation puts the question 
plainly. “Our definition of money 
must be wide enough to include bank- 
deposits,” meaning of course demand- 
deposit balances in banks. These Pro- 
fessor Cole concludes are “money.” 


What are the accepted definitions of 
money which he says must be widened 
to include bank-deposits? 

The Standard Dictionary says: “Any- 
thing that serves as a common medium 
of exchange in trade, as coins or notes.” 
The Modern’ Encyclopedia says: 
“Money consists of legally fixed units 
of a medium of exchange. A ‘medium 
of exchange’ is any commodity in terms 
of which the values of other commod- 
ities are expressed.” The Encyclopedia 
Britannica states that the term “money” 
includes at least five constituents, viz: 


1. It must be specified by authority 
and be uniform... 

2. It must be capable of subdivision. 
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3. It must be distinguishable from 
imitations. 

4. Must be portable. 

5. Must be durable. 


Money, according to these require- 
ments, must be a commonly accepted 
medium of exchanging property in 
trade and to be so accepted must sat- 
isfy these five requisites. x 

Applying these definitions of money 
and the latter’s essential constituents' to 
demand-deposits, we see how extraordi- 
narily “wide” we must stretch these 
definitions in order to include bank- 
deposits as money. Take the constitu- 
ents as given by the Encyclopedia Bri- 
tannica: 

lst. Must be specified by authority. 
Are bank-deposits specified by author- 
ity? If so, by what authority? Cer- 
tainly not by governmental authority 
such as is inferred in “Money consists 
of legally fixed units.” How shall we 
stretch this requirement to include in- 
tangible claims against the cash and 
other assets of banks? 

2nd. Must be capable of subdivision. 
Are bank-deposits as such, capable of 
subdivision in the way that coins are 
divided into “legally fixed” cents, 
dimes, quarters, half dollars, etc.? 

3rd. Can not be counterfeited. The 
signature on a check protects it if recog- 
nized by a bank official, but. how about 
bank-deposits? They may be imitated, 
changed, reduced, by any ill-disposed 
bookkeeper. 

4th. Must be portable. Are bank: 
deposits portable? An intangible entry 
in a book, portable? . 

Sth. Must be durable. As durable 
as a dollar bill, one may suppose, if 
not the durability of a coin. But we 
are not considering checks, which 
might come in under the wire at this 
point, we are considering intangible 
book entries in ink or pencil. Can they 
comply with this requirement? ~ Evi- 
dently not. Why go on? The absurd- 
ity of the assertion that bank-deposits 
are money needs no further proof. 
Either the Britannica’s listed essentials 
of “money” are wrong, or the claim 
that bank-deposits are money «is wrong. 
We must necessarily choose the latter, 
despite Professor Cole and the whole 
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contingent of book-theorists to the con- 
trary. 

One more step. Suppose we accept 
for a moment the possibility of some 
common sense in Professor Cole’s claim 
that bank-deposits are money and go 
on from there. Mr. John Smith has 
ten thousand dollars credited to his ac- 
count at a bank in exchange for his 
note just given to the bank. He has 
entered this amount in his check book 
and the bank has entered it on the 
ledger page, card, or loose-leaf of Mr. 
Smith’s account. What has Mr. John 
Smith got? 

He has received an implied promise 
from the bank that the latter will pay 
the face value of checks bearing his 
signature to a total of ten thousand dol- 
lars. Not a written contract, nor even 
a verbal one. Merely an _ implied 
agreement. This may mean much or 
little. If the bank fails, it would mean 
little. That is to say, Mr. John Smith 
gambles upon the good faith and in- 
tegrity of his bank—his banking offi- 
cials: in other words. If they prove 
to be dishonest or inefficient and the 
bank’s cash and other assets diminish, 
he stands a chance to lose his demand- 
deposit balance. The balance itself on 
the books may remain the same as his 
checkbook stubs say, but its former 
value has disappeared. Evidently Mr. 
John Smith’s faith was not centered on 
his written “deposit,” but was depend- 
ent upon the validity of the bank’s 
financial position—good or bad. He 
did not look upon the bank-deposit as 
money, he looked to the money in the 
bank’s vaults against which his “de- 
posit” was a claim, and only a claim 
—good or bad, as the bank’s assets 
were good or bad. 

Our economists and “expert” analyz- 
ers of theories of money should “think 
through” to the assets of, banks as the 
depositories of the values which are 
allied with the term money, and not 
stop half way at demand-deposit bal- 
ances in ledgers. 

This illustrates the critical’ misunder- 
standing upon which all the arguments 
of the ‘proponents of the theory that 
bank-deposit balances are money have 
been based. This lack of comprehen- 
sion is 80 vital to the whole question 
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that I summarize the latter again by 
question and answer. 

Question: What difference does it 
make if bank-deposits are called money 
instead of “records-of-debts to bank 
customers” or credits to said custom- 
ers? 

Answer: This difference! All the 
proponents declare, as Professor Cole 
does, that “bank deposits are by far 
the most important means of payment 
and those with the aid of which the 
largest and most important business 
transactions are habitually settled.” 
This article has proved that bank-de- 
posits, per se, are not “means of pay- 
ment,” great or small. It is not your 
bank-deposit balance that pays your 
creditor when you give him a check. 
It is the available assets of your bank 
that pay him. He receives credit. for 
your check at his bank but his bank 
does not stop there. His bank looks 
to the assets (cash and other) of your 
bank for payment of your check, and 
it is those assets, when transferred to 
your creditor’s bank, that “habitually 
settle business transactions.” The bank- 
deposit plays no part in these transac- 
tions. The check and your bank’s 
assets are the only crucial elements in 
every transaction of this sort, large or 
small. The so-called “deposit” bal- 
ance does nothing except to record the 
fact that your bank has paid a part 
of its debt to you out of its cash assets, 
money. Or, if through a clearing house, 
out of its credit account at a Federal 
Reserve Bank or. some other bank, 
whereby an actual loss of net assets 
has occurred to your bank exactly simi- 
lar to taking cash from your bank’s till 
and paying the other bank with it. The 
shrinkage of your bank’s assets pro- 
vides the “habitual settlement,” not the 
shrinkage in your “deposit” balance, 
which is merely the bookkeeping 
method of recording that fact. 

To go back a step, the supporters of 
the fallacious theory that bank deposits 
are money allow themselves to be de- 
ceived by the term “deposits.” As I 
have said before, this term is a mis- 
nomer. These debt-balances are not 
“deposits” in a true sense. They are 
not resources of the bank, they are, on 
the contrary, liabilities of the bank, 
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nothing else. They are not even re- 
sources (assets) of your creditor or 
yourself. They are claims against the 
bank’s resources and are dependent for 
value solely upon the soundness of the 
bank’s_ financial condition. Banks’ 
assets are “means of settlement,” not 
their liabilties. 


If Checks Are Not Money, What Are 
They? 


It being agreed by Professor Cole, 
representing the great majority if not 
all of the ablest writers on money and 
credit, that checks (cheques) are not 
money, the question may well be asked: 
“What is a Check?” Let us review the 
banking procedure. 

You need money, we will say, to pay 
certain debts to creditors—like the gro- 
cer. You take your promissory note to 
your bank for a thousand dollars, with 
gilt-edge securities as collateral. The 
bank accepts your note and collateral 
and places a credit to your account of 
one thousand dollars—neglecting dis- 
count (interest) for simplicity. 

Now you have surrendered your note 
to the bank, worth one thousand dol- 
lars when due in three months. The 
bank has the note and holds it. What 
have you got? You have the implied 
promise, not in writing nor verbally, 
that the bank gives you the right to 
demand money (currency or coin) ) at 
any time or in any amounts that you 
send in written orders for. But only 
up to the total of one thousand dollars, 
provided the bank continues stable and 
solvent. Further, you may send such 
an order to anyone else—your creditor 
or another—and he may go or send to 
your bank and get money on your or- 
der. 

What is the usual form of such an 
order? Evidently an order in the form 
of a check. A check, then, is an order, 
no more, no less. It is not money it- 
self, it is an order for money. The re- 
ceiver of your check cannot compel 
another person to accept it as money 
as he could compel him to accept gov- 
ernment authorized currency or coin. 

We have heretofore proved that de- 
mand-deposit balances are not money, 
and have now shown that checks are 
not money—merely orders to pay 
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money. Where is the remaining money, 
then? In the same place it was. when 
we began; in the vaults of the banks 
—your bank and the grocer’s bank. 
The value of your credit account, there- 
fore, depends upon the soundness of 
your bank’s assets—nothing else. These 
assets consist of currency and coin— 
money—and of promissory notes, like 
yours; of corporation securities; of 
Government and other bonds, and of 
other classes of resources. 

Why should you pay interest on your 
loan at the bank? You have given the 
bank a good asset and all you have is 
an implied promise of payment by in- 
stallments in the future. Why doesn’t 
the bank pay you interest? Ask the 
bank! You pay because you are en- 
joying the right to use the assets and 
the credit of the bank as you see fit 
for your own purposes up to the total 
of your note, and you can utilize checks 
for payments of your creditors instead 
of sending currency or coin by mail 
or messenger—a very great convenience. 

But note! You are not paying in- 
terest for the “deposit”—the debt that 
the bank owes you—you are paying for 
the use of the bank’s own resources for 
your own purposes. The so-called “de- 
posit” is merely a book record of how 
much the bank still owes you. In no 
sense is it money, it is solely credit, 
your credit, upon which you may de- 
mand money out of the bank’s vaults 
at any time. 


What Is the Ultimate Basis of 
Money? 


Bank deposits are not money. They 
are records of liabilities, debts due to 
“depositors.” Why should it matter if 
we call them money—“bank money” 
or “check-money”? The reason is that 
the moment we depart from the true 
significance of money as the medium 
of exchange we open the door wide 
to all the contentions, aberrations and 
absurdities which are current in articles 
and books written by theorists ignorant 
of actual banking pfrocedure. 

“Money” in such case has to bear 
the burden of inflation and deflation, 
the outcry that it is the cause of de- 
pressions, the picture of ruthless bank- 
ers “creating it from nothing,” issuing 
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and destroying it at pleasure for ne- 
farious purposes and posing a milieu 
which no one can comprehend. Money 
is pointed at in scores of half-witted 
books as the King Devil of evil finan- 
ciers. Costing nothing to manufacture, 
mere scratches of ink in bankers’ books, 
supported only by legal reserves” of 
10 per cent. or 20 per cent., more or 
less, subject to destruction when bank- 
ers call loans, or when runs start on 
banks under suspicion, it becomes the 
evil-one himself, execrated by radi- 
cally inclined persons and lambasted 
by demands of cranks that it be “dis- 
pensed with,” as one writer puts it. 
On the contrary, if we use reason in 
place of emotion, define money as the 
encyclopedias, new and old, define it 
and look upon it as merely a conveni- 
ence in the marts of trade, a beneficence 
which we cannot do without, we escape 
the imaginative realm of the unbal- 
anced as well as the half-truths of 


the crank-minded. 


Well, then, what becomes of bank 
deposits? Bank deposits resume their 
place as records of customers’ credits. 
Balances, recorded by scratches of 
pens, of the amounts owed to “deposi- 
tors” respectively. These balances con- 
stitute credits not money. They repre- 
sent the limits of demands upon the 
banks for money if all depositors should 
ask for it at the same time. 

The iniquities of “credit” are fair 
marks for those who oppose private 
banking and if they devote their criti- 
cisms to that term and let money alone, 
the latter would be seen in its true 
light as “the commonly accepted me- 
dium-of-exchange in trade.” 

So long as the business community 
accepts the Government’s authoritative 
impression, it is immaterial for na- 
tional purposes whether or not there is 
a gold base underneath the “medium.” 
The present conditions in Germany and 
Italy are illustrations. Under dictators 
with absolute power for the time be- 
ing, the governments’ fiats cannot be 
opposed, but in a democracy there are 
limits to governmental dicta which will 
be acceptable to the business com- 
munity and therefore businessmen’s con- 
fidence is a fundamental requisite for 
stability of the monetary unit. 
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The loss of business confidence in 
Russia, Germany and France during 
and after the World War, sent rubles, 
marks and francs tumbling into the 
abyss even in the face of autocratic, 
dictatorial government’s fiats declaring 
the legal tender values of such so-called 
money. 

This confidence itself is based on the 
ability of the government to levy upon 
the private property of individuals and 
corporations and to tax the incomes 
from privately held property. Back of 
all is the power of government to hold, 
or obtain, stores of gold. The unit of 
money in this country—the dollar—is 
declared to be 13.85 grains of fine gold 
under authority of an act of Congress. 
This ratio prior to 1933 was 23.22 
grains of fine gold. The confidence of 
the business community ultimately rests 
upon the only accepted international 
standard for media of exchange—spe- 
cific quantities of the metal gold. Our 
government holds and must hold great 
stores of gold. The millions buried in 
the deep underground vaults at Fort 
Knox in Kentucky are of fundamental 
value as the metal base behind our 
money system. 

This system since 1933, as _ prior 
thereto, is based on gold. The number 
of grains in the monetary unit may be 
changed, but the basic commodity is the 
same as from the beginning of our 
government. 


What Can We Do About It? 


Here is the problem. A majority of 
the teachers and writers concerning 
money are, according to our arguments, 
wrong in their fundamental concepts of 
what constitutes money. Economic 
journals, financial periodicals, news- 
paper articles, statistical charts, every 
day conversations in clubs and chambers 
of commerce take for granted the state- 
ment that bank-deposits are money. 

We have shown this statement to be 
fallacious, to have no logical argument 
to support it, nor to have any basis in 
fact or theory which will stand analysis. 
Yet the statement continues to be the 
foundation of nearly all formulations 
about the quantity of money and the 
velocity of its movements through banks 
and industrial activities. 

We have proved that the values of 
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bank-deposits depend absolutely upon 
the values of the available assets—cash, 
receivables, securities, etc.—held by the 
banks. If the asset values shrink, so 
do the values of demand deposits 
shrink. If bad investments, losses by 
speculation, theft, or peculation other- 
wise, reduce the values of the assets, 
the demand-deposit balances corre- 
spondingly drop in actual valuation 
and, indeed, if the losses of the banks 
are heavy the book records lose all 
validity. They become worthless. 

So far there can be no question. All 
intelligent students of fiscal affairs 
would follow to this point at least. Now 
there enters a critical element which is 
not ordinarily considered by the pro- 
ponents of bank-deposits as money. 
Namely, the relationship of legally re- 
quired reserves in cash and specified 
securities held against these debts of 
the banks and intended to protect the 
customers to some extent in case of 
losses to the banks’ assets. These re- 
serves, either in the banks’ vaults, or 
as claims against the assets of the re- 
gional reserve banks are expected to 
provide ample security whereby the 
local banks can call for currency to be 
paid out over the counter if local con- 
fidence in any bank’s condition is lost 
and a “run” started. 

If a run begins, the bank must cash 
all checks submitted so long as it has 
currency and coin and can beg or bor- 
row liquidating money to be paid out 
on the orders (checks) of its de- 
positors. 

These legal reserves—established by 
regulations promulgated by the Fed- 
eral Reserve Board for national banks 
and otherwise—are not absolutely 
fixed. They may be changed by Con- 
gressional action, or by the Board and 
its Advisory Committee. 

In all cases, however, these require- 
ments are percentages. They do not 
provide for the whole total of demand- 
deposits (100 per cent.) but only for 
5 per cent., or 10 per cent., or 25 per 
cent., or more, of the totals of these 
bank liabilities. Therefore there is al- 
ways a large proportion of these de- 
posit-debts which are not covered by 
the liquidating current assets of the 
banks. Long experience in other coun- 





tries as well as here proves that under 
ordinary business conditions it .is. un- 
necessary to carry liquid assets in per- 
centages higher than those legally 
required. 

The efficiency of the reserves, how- 
ever, does not depend upon the legal 
requiremnts but solely upon the state 
of business confidence in the soundness 
of the banks. If this confidence is dis- 
rupted, the frightened depositors will 
not be withheld in their demands for 
cash by any artificial limits upon re. 
serves. Not merely 5 per cent., nor 
10, nor 25, or more per cent. of the 
total deposits are demanded in a run, 
but the whole 100 per cent. is de- 
manded and if not provided the bank 
fails and must close its doors. 

If the proponents’ contention that 
“bank-deposits are money” is to be sus- 
tained, while in time of fear people are 
not satisfied with bank-deposit balances 
but demand “real money,” money that 
commands confidence because the Fed- 
eral Government is back of it, it is evi- 
dent, is it not, that the proponents 
have no argument whatever for calling 
the total of demand-deposits money. By 
the greatest stretch of the imagination 
their argument could apply. only to 
those proportions of demand-deposits 
which are secured by actual liquid as- 
sets of the bank, or by reserves trans- 
ferable immediately into cash. The 
latter being 5 per cent., or 15 per cent., 
or 30 per cent., or whatever, of the 
total deposits. 

If therefore only 5 per cent. of de- 
mand-deposits (or if 50 per cent.). is 
offset by actual and available liquid 
assets, there is no escape from realizing 
that in the first case 95 per cent. of 
the claim (that deposits-are-money) is 
fictitious and in the latter case at least 
50 per cent. is fallacious. 

If only 5, or more, per cent. of total 
deposits have any possible validity as 
means of payment on demand, what 
becomes of the vast accumulation of 
statements, statistics, mistaken notions, 
false deductions and hopeless confu- 
sions which arise upon the basis that 
the whole of demand-deposits in banks 
(100 per cent.) is declared to be 
money? We await an intelligible an- 
swer! 


386 THE BANKERS MAGAZINE for May, 1938 





Argentine banking... 
past and present 


ECOND in point of size and most 

important economically of all the 

South American republics, Argen- 
tina, as a comparatively new country, 
offers American capital and American 
exporters and importers a broad field 
for investment and trade expansion. 
Despite keen competition from Euro- 
pean nations, the United States has 
made substantial progress in her com- 
mercial relations with that country. 

The Argentine banking system, 
closely allied as it is with foreign trade 
movements, should, therefore, prove of 
interest not only to business men and 
bankers here, but also to students of 
central banking, for that nation is one 
of the newer recruits to centralized 
banking, having established its bank a 
little more than two years ago. Theirs 
is an excellent example of a system 
which has been adapted to suit a very 
special economic organization. 

To fully understand the present struc- 
ture, it is necessary to examine the 
earlier banking picture, as well as the 
unique character of the country. 


Early Banking 


The first real bank, the Discount 
Bank, was founded in 1822 by Ber- 
nardino Rivadavia, one of the Repub- 
lic’s early benefactors. This later be- 
came the Bank of the Province of 
Buenos Aires. Being a state bank, it 
was granted fiscal privileges. Although 
there were other early banks, none of 
them managed to survive long, because 
there was not enough commerce or 
business to support them, and because, 
not possessing issuing powers, they 
found themselves at a disadvantage in 
the distribution of credit in competi- 
tion. with the powerful state bank. 

Real banking history began in 1873, 
when a group of wealthy private indi- 
viduals, in conjunction with the gov- 
ernment, formed the National Bank 
(Banco Nacional). 
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In 1882, the first of the foreign 
banks, which have since contributed so 
extensively to the country’s develop- 
ment, was_ established—the Banco 
Italiano del Rio de la Plata. Grow- 
ing commerce and the influx of capital 
and population soon led to the estab- 
lishment of French, German, British and 
Spanish banks, which the respective 
nations opened to handle the financing 
of their own trade. Today the many 
different nationalities give banking in 
Argentina an international character. 
The United States is represented by 
branches of the First National Bank 
of Boston and the National City Bank 
of New York. 

Under a law passed in 1887, a great 
many national banks with issuing pow- 
ers, were formed. These resembled our 
early national banks. The creation of 
such institutions without proper safe- 
guards or regulation was followed by 
an era of speculation and of political 
corruption when government funds 
were squandered and the country was 
flooded with worthless paper. In the 
subsequent panic of 1890-91, every 
bank in Argentina, native and foreign, 
except one, closed its doors within a 
few months. 

Out of the failure of two official 
banks, the National Bank and the Pro- 
vincial Bank, came by far the largest 
and most important bank in Argentina 
today, the Bank of the Argentine Na- 
tion which was created in 1891 for the 
purpose of transacting the business of 
the government and as a shareholders’ 
bank. The next decade saw a slow and 
painful progress back to national 
solvency. 

In 1907, the Bank of the Nation was 
definitely recognized as an _ official 
bank, the government assuming the re- 
sponsibility for all of its deposits and 
operations. Though a state bank, it 
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was also a commercial bank of deposit 
and discount, in competition with pri- 
vate commercial banks. Its growth was 
rapid, and of recent years, it has car- 
ried on over one-third of the total bank- 
ing transactions conducted by all the 
banks of the country. 


The Monetary System 


In theory, Argentine banking prac- 
tice and the Argentine currency system 
had no connecting link. But, in prac- 
tice, as we shall see, they were tied up 
through operations of the Bank of the 
Nation. 

The financial destiny of the country 
was shared by several different and un- 
related institutions. The issue of cur- 
rency was in the hands of the Conver- 
sion Office which operated a dual 
system of gold pesos for external and 
exchange purposes and paper pesos for 
internal purposes. Under the control 
of the Ministry of Finance, it was 
opened in 1899 as an independent gov- 
ernmental body. It held the supply of 
gold as guaranty for the converted value 
of the paper currency it issued. 

Other functions normally belonging 
to a central bank were shared by the 
Rediscount Commission and the Ex- 
change Control Commission, while the 
Bank of the Nation was related in cer- 
tain respects to the government as cen- 
tral banks were elsewhere. 


The Character of the Country 


Argentina, as one of the world’s 
great producers of raw materials and 
foodstuffs, is dependent economically 
on its export trade. About two-thirds 
of its produce consists of agricultural 
and pastoral products, a large part of 
which is exported. So the tempo of 
life is set by its foreign commerce. As 
an agrarian country, it suffers from 
much wider fluctuations in its exports 
than countries of a more diversified 
nature. A crop failure and general 
world conditions might make it neces- 
sary to export large amounts of gold 
which would tend to return when pro- 
duction improved, or with any favor- 
able turn in the domestic or foreign 
situation. Though it is the function of 
gold to come and go, if, on the depart- 
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ure of gold, there is an equivalent de- 
crease in notes, and if banks have sud- 
denly and radically to restrict their 
credits, other difficulties follow those 
already caused by crop failures. The 
trouble with an almost automatic mone- 
tary regime was that it made no pro- 
vision for expansion and contraction of 
the peso. The Conversion Office worked 
mechanically and took into account 
neither seasonal nor cyclical variations. 

From 1899 to 1914, while expanding 
constantly, Argentina found in the 
large amounts of foreign capital which 
came to the country the element of 
elasticity which was lacking in its mone- 
tary system. But with the outbreak 
of the World War, its limitations be- 
came evident. Heavy gold exports in 
1914 caused Argentina to go off the 
gold standard and the Conversion Office 
was closed and gold payments were 
suspended. 

Then, with the subsequent boom dur- 
ing the next decade, and the great 
growth of foreign trade, gold began to 
pour into the country and the exchange 
quotation of the peso gradually came 
back to gold parity. On August 27, 
1927, the Conversion Office was re- 
opened and the country returned to the 
gold standard. But not for long. From 
1928 on, bad harvests, failure to secure 
foreign loans and a general depression 
caused another outflow of gold. This 
meant contraction of the currency, with 
no provision to meet the seasonal de- 
mand for notes. Restrictive measures 
of exchange control failed to give sta- 
bility to the peso. So on December 
16, 1929, the Conversion Office closed, 
for good, indefinitely suspending gold 
payments. 


Much of the foregoing difficulty was 
due to the fact that there was no cen- 
tral or bankers’ bank empowered with 
the regulation of credit, the supplying 
of an elastic currency or the supervision 
of banking. The Bank of the Nation, 
as a government-owned commercial 
bank was allowed to rediscount eligible 
paper for commercial banks, and did 
what it could to control credit and regu- 
late the volume of curency, but it 
lacked the specific organization essen- 
tial to a central bank. Private banks 
only rediscounted with the Bank of the 
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Nation on special occasions when the 
situation was difficult. 


The Banking Set-up Before 1935 


Besides the Bank of the Nation, there 
were other official government banks, 
either wholly or partly owned by the 
various provinces and municipalities. 
These were in direct competition with 
private banks which were supported by 
private capital. 

Under a system of branch banking, 
there was a wide scope of action with 
a velatively small number of banks 
(less than forty). Though Argentina 
survived the depression with only one 
minor bank failure, there was a feeling 
that the country was, nevertheless, over- 
banked and that the considerable 
amount of frozen bank assets had a bad 
effect on the general banking situation. 

There was no specific banking law, 
as in the United States. Both domestic 
and foreign banks operated as national 
limited liability companies under 


loosely compiled and poorly enforced 
corporation laws which were applicable 
to all types of business concerns. They 
were authorized to perform practically 


any kind of business they chose. 

Checks were little used, because there 
was no law which afforded protection 
to receivers of bad checks. There was 
no governmental supervision to speak 
of, except the requirement of monthly 
statements, and a prohibition against 
banks issuing notes—a privilege re- 
served to the Conversion Office. Neither 
was there any regulation concerning 
the amount of reserves. There was no 
official bank rate, but, in actual prac- 
tice, the published discount rate of the 
Bank of the Nation was regarded as 
such. However, there was no obliga- 
tion on the part of other banks to fall 
in line with it and they could fix their 
own rate which varied with the stand- 
ing of the client whose paper they 
handled. The direct effects in a change 
in the discount rate of the Bank of the 
Nation were generally felt only in the 
circle of its own business. Lack of real 
banking organization, lack of co- 
operation and keen competition among 
rival banks caused interest and dis- 
count rates to vary widely between one 
bank and another. 
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Mention should be made here of two 
other banking agencies—(1) the Na- 
tional Mortgage Bank, established in 
1886 as a strictly governmental insti- 
tution, which aimed at the development 
of the country and which issued real 
estate mortgage bonds; (2) the Postal 
Savings Bank, which opened in 1915 
and has proved so very popular that 
Argentina ranks high among the nations 
in savings deposits. 


Events Preceding the Establishment 
of the Central Bank 


In 1930, Argentina had a bloodless 
revolution, and a provisional govern- 
ment was formed to which fell the lot 
of putting a badly managed financial 
house in order. There were heavy defi- 
cits in governmental budgeting, both 
national and provincial, which made 
for increasing public indebtedness. The 
peso was inconvertible, and in 1931, 
was discounted at about one-third its 
par value. 

Government officials, awakening to 
the realization that not only was the 
country in a bad way financially, but 
the banking system was inadequate and 
out-of-date, decided that something had 
to be done. Accordingly, they re- 
quested the Bank of England to send 
over a mission to study the country 
and recommend changes. This task was 
assigned to a commission headed by 
Sir Otto Niemeyer, a London financial 
expert who had previously been con- 
sulted in a similar capacity by Brazil, 
New Zealand and Australia. 

In a lengthy report to the govern- 
ment in 1933, Sir Otto recommended the 
creation of a central bank to hold the 
country’s gold reserves, act as a bank of 
issue and offer rediscount facilities to 
commercial banks. 

After a careful study of this report 
and a comparison with other countries’ 
methods, the Argentine Senate on March 
21, 1935, passed legislation which com- 
pletely reorganized the banking struc- 
ture of the country. By inaugurating 
a less rigid monetary system and cen- 
tralizing financial strength in a central 
bank, it was felt that Argentina would 
be better able to withstand future 
periodic fluctuations. 

This legislation was in the form of 
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six decrees which are outlined briefly 
as follows: (A detailed account may be 
found in the Federal Reserve Bulletin 
for July, 1935.) 

I. Provision for the establishment of 
a central bank, with the following pur- 
poses: 

a. To insure sufficient gold reserves 
to counteract fluctuations in exports 
and movements of capital, in order to 
maintain the value of the currency. 

b. To regulate the volume of credit 
and means of payment, adapting them 
to the real volume of trade. 

c. To promote liquidity of bank 
credit. 

d. To act as financial agent for the 
government. 


Among its functions are to be the 
issuance of notes, purchase and sale of 
gold, acceptance of money on deposit 
or current account without payment of 
interest and rediscount of commercial 
paper for members and non-members. 
All banks operating in Argentina, both 
foreign and domestic, with capital of 
not less than one million pesos, are to 
be members of the central banking sys- 
tem. This decree specifies at great 
length the operations in which the cen- 
tral bank cannot engage and defines its 
relationship with the government. 


Il. New organic bank law, which 
represents the country’s first real bank- 
ing legislation. This decree limits and 
defines in considerable detail the busi- 
ness to be handled by banks, prohibits 
them from owning real estate and 
shares in non-banking enterprises, spe- 
cifies safeguards for depositors, reserve 
requirements, interest rates and provides 
for close supervision and inspection by 
the central bank. 

III. Creation of an institution for the 
liquidation of frozen assets, to acquire 
real estate credits and other frozen in- 
vestments of banks and dispose of them 
gradually. 

IV. Modification of the basic law of 
the Bank of the Nation, with regards 
to the membership of its board of di- 
rectors and the amount of financial ac- 
commodation it is permitted to grant 
to the national, provincial or municipal 
governments. 


V. Modification of the basic law of 
the National Mortgage Bank, with re- 
gard to the membership of its board of 
directors. 

VI. Creation of an organizing com- 
mittee to take charge of matters re- 
lating to the founding of the central. 
bank and the institution for the liquida- 
tion of frozen credits, in whose hands 
rests the responsibility for putting the 
new machine into motion. 

Under the foregoing decree the Con- 
version office went out of existence per- 
manently and its liabilities, together 
with the official deposits of the Bank 
of the Nation were taken over by the 
central bank. 


The Central Bank of the Argentine 
Republic opened in the quarters of the 
Conversion office and began operations 


from May 31, 1935. 


Present Status 
On March 1, 1936, the Central Bank 


announced its initial rediscount rate of 
3% per cent. and commercial banks 
automatically reduced their interest 
rates in accordance with the relative 
law. 

In 1935, the first results of the liqui- 
dation office were seen in the formation 
of the Banco Espanol del Rio de la 
Plata, for the purpose of taking over 
the liquid assets and deposits of four 
local Argentine banks. 


These banking reforms, during the 
past two years, have brought forth 
favorable comments at home and abroad 
and have done much to place Argentine 
banking and finance on a sounder and 
more liquid basis. Although it will 
take another depression and a bad crop 
year to really test the effectiveness of 
this new monetary and banking regime, 
the stabilizing effect has already been 
noticeable, as gold stocks and exchange 
rates have been fairly steady. 


The Central Bank has functioned so 
successfully as to remove any fears of 
inflation which were present at one time 
last year. In fact, all things point to 
the wisdom of Argentina’s decision in 
favor of central banking two years 
ago. 
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Brightening bank profit horizon 


By Harvey A. BLopcETT 


‘UTHORITIES agree that bank 
loans, the major source of bank 
“revenues, will never recover to 

pre-war levels. Poor’s Stock Report in 
October, 1937, stated that while “in 
1913 the loans and discounts in all 
banks represnted 72 per cent. of de- 
posits in 1937 (before the recession), 
the figure had shrunk to slightly bet- 
ter than 40 per cent.” 

Smaller business inventories, the 
speeding up of manufacturing pro- 
cesses, faster freight service and com- 
petition from non-banking institutions 
in furnishing credit requirements are 
given as factors which stand in the way 
of a return to former levels. 

‘If an observer should pass along the 
business thoroughfares of any medium 
size or small city, and note the large 
number of chain stores which make 
little or no demand on lending facil- 
ities of local banks, he would find an 
additional key to. the situation which 
spells decreased revenue for banks and 
gives another wallop to profits. 

Under such circumstances, to say 
nothing of the long-persisting depres- 
sion, of Government competition, the 
condition of the bond account and the 
reluctance of commercial borrowers to 
go ahead with business plans, the 
banker knits his brow and wonders. 

It is worth while to make a canvass 
of new sources which have promise of 
increasing revenues, here and there, in 
small amounts which, in the aggregate, 
may make a substantial showing on the 
profit side of the ledger. Where do 
such opportunities lurk? In the hun- 
dreds or thousands of customers in 
various’ departments are there not pos- 
sibilities of increasing gross profits per 
account ‘without. ‘a corresponding in- 
crease ‘in overhead? 

- Let’s ‘look at the safe deposit depart- 
ment. : What:;proportion of the boxes 
are rentéd? :‘How much would the reve- 
nue of’this'department be increased if 
all thé: boxes were rented? Are not 


many checking depositors, and a con- 
siderable proportion of the larger sav- 
ings depositors, good prospects for 
boxes? Is it not likely that many rent- 
ers have stuffed their boxes so full that 
at a suggestion, they might be induced 
to take large and higher priced boxes, 
leaving the smaller ones vacant to rent 
to beginners? Is it not likely that 
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many renters are “accommodating” 
relatives or friends by sharing their 
boxes,—a proceeding fraught with dan- 
ger should either of them die, or should 
the keyholder be ill or absent. 

Are trust department clients using 
the facilities of this department? Has 
there been stress laid, through state- 
ment enclosure, for instance, on the 
advantages to a business concern in 
keeping policies and certain records, 
contracts and investments in a good 
sized safe deposit box? 


It is well worth while to make extra 
efforts to rent every box in the vault, 
because, among other reasons, it forms 
a tie that binds customers of all depart- 
ments to the institution. When a box 
is rented to a non-customer, it may be 
an entering wedge to an all-round bank- 
ing and trust connection. 

It is well to consider, also, what 
might happen if a valued customer 
should pass on, and it should be found 
that his safe deposit box was in an- 
other bank. His will might also have 
designated that bank as his executor 
and trustee. 


It is hard to understand why any 
bank should look complacently on a 
considerable number of vacancies. in 
the safe deposit department. 
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Of course the principal source of 
banking revenue is commercial loans. 
Politicians and others have persistently 
abused banks for being tight in grant- 
ing credit. Those who are informed 
know very well that every bank is more 
than willing to make loans to safe risks, 
and it is difficult to understand all the 
ballyhoo we hear demanding that the 
Government make loans to _ business, 
especially small business, if the banks 
won't. There would seem to be little 
need for the Government to enter into 
competition with the banks in this field 
for borrowers who are not safe risks 
for banks are certainly not good risks 
for the Government. The defaults in 
such loans already made by the R.F.C. 
are considerable and fall, of course, on 
the taxpayers. 







“It is worth while to make a canvass of new sources which have 





discretely worded advertising might 
thus start many potential borrowers on 
the right track and result in developing 
a new class of borrowers producing 
life-long revenue. 

Such potential credit customers, by 
cultivating a borrowing status, would 
receive from their bankers invaluable 
counsel touching on their financial 
methods, their buying, merchandising 
and advertising, with the result that 
mistakes would be avoided and their 
businesses would grow and come upon 
a sounder financial footing. Credit 
customers are developed that way, why 
not enlarge upon the plan? 

Banks do not enjoy paying interest 
on savings deposits which they cannot 
lend. And yet, the savings department 
is the nursery for future commercial 


promises of increasing revenue, here and there, in small amounts 
which, in the aggregate, may make a substantial showing on the 


profit side of the ledger. ‘Where do such opportunities lurk? 


In 


hundreds of thousands of customers in various departments are 
there not possibilities of increasing gross profits per account with- 


Until recent years there has been 
great hesitancy on the part of banks 
to advertise for commercial loans. This 
writer was severely rebuked some years 
ago for offering for publication an ar- 
ticle which urged a policy of advertis- 
ing for borrowers. Now this is done 
freely by many conservative banks. 
Times and viewpoints change, don’t 
they? 

There is a potential field for com- 
mercial loans among smaller business 
concerns which can offer statements en- 
titling them to bank credit, but who 
do not realize that their banks would 
be glad to entertain their applications. 
Never having borrowed, they have not 
become fully acquainted with require- 
ments and procedure. If the way to 
the lending officers’ desks were made 
clear for them, they might receive some 
helpful counsel which, if they are not 
quite ready for loans, would show them 
how to put their houses in order. Some 
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out a corresponding increase in overhead?” 





accounts, One way of being relieved 
from paying interest on such accounts 
would be to make an effort to transfer 
many of the larger balances into check- 
ing accounts. It is quite conceivable 
that one who is not satisfied with 2 per 
cent. or less on his savings account can 
earn 8 or 10 per cent., or even more, 
if he accumulates and maintains a 
goodly operating balance in a checking 
account. Meanwhile the bank will be 
relieved of paying interest on what is 
thus transferred. 

Many banks are turning away prof- 
fered savings accounts. It might be 
well to offer such unwanted but poten- 
tially profitable customers a folder or 
booklet suggesting the profits which 
might be earned by keeping strong in 
cash. For instance, accumulating money 
to pay life insurance premiums an- 
nually, instead of quarterly, earns more 
profit by far than would the same 
amount earn in a savings account. Also, 
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having cash on hand helps one in much 
of his buying to effect considerable sav- 
ings—equal to a goodly rate of inter- 
est. The cash buyer commands oppor- 
tunities for advantageous buying. 

It is well worth the small premium 
the bank would pay to the FDIC to 
retain accounts that might find their 
way into Government bonds, building 
and loan shares or even stocks. For 
the time will come when dollar-educated 
depositors will be the mainstays neces- 
sary to the continued prosperity of the 
institution. Remember, every customer 
on the ledgers is going to die, some 
day, and his place must be filled by 
new blood,—the coming business man 
and woman. 

Personal loans, housing, home im- 
provement and automobile loans offer 
attractive and relatively new fields for 
profitable business which will help take 
up the slack in shrinking commercial 
loans. 

The institution which operates a trust 
department has a large potential busi- 
ness for this department among its 
commercial and larger savings accounts, 
and in its safe deposit box renters. 
Business development for this depart- 
ment should start here, before going oui 
after the customers of competitors. Most 
trust departments have enough poten- 
tial customers among the patrons of 
other departments to make a large and 
profitable business. 

Heretofore in trust promotion ap- 
pointment under will as executor and 
trustee have been principally stressed. 
Why not give more attention to serv- 
ices which offer current revenue, such 
as agency and custodianship and living 
trusts? These are steps toward secur- 
ing wills and the revenues are realized 
immediately. There are many poten- 
tial customers among the present clients 
for these services. Securing them paves 
the way for wills and insurance trusts. 

The subject of business liquidation 
insurance trusts is one that deserves 
more attention. There are many strong 
and interesting arguments for such an 
arrangement, particularly in the cases 
of partnerships and close corporations. 
Also, there might be many more living 
trusts created if the public were better 
informed as to the taxation advantages 
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of gifts during life as against bestowal 
by will. 

Then there are the by-products of 
banking. Bank drafts as a rule cost 
less than postoffice or express orders. 
Many banks are now using drafts in 
the form of money orders, with a per- 
forated receipt coupon at end, thus giv- 
ing the purchaser the advantage of a 
receipt for his money. Some banks, to 
this writer’s knowledge, are conducting 
advertising campaigns exploiting this 
ane feature. Selling exchange to a 
non-depositor is an entering wedge for 
more business from him. 


The service charge produces consid- 
erable revenue for the large majority 
of banks, but this feature should be 
considered more as a stop-loss than as 
a source of profit. Depositors whose 
balances require the application of this 
charge should be educated on the ad- 
vantages of maintaining larger balances, 
and thus becoming more valuable 
patrons. To be “fined” for keeping a 
balance below requirements does not 
sit well with many depositors, nor does 
it build good will for the bank. 

Bankers have had so much to worry 
about, and so many seemingly more im- 
portant things to challenge their atten- 
tion during the past nine years of de- 
pression that they have not concerned 
themselves as much as formerly with 
questions which find their answers in 
advertising. It is conceivable, how- 
ever, that if the suggestions herein are 
adopted, and followed aggressively, 
any bank of medium or large size can 
add many thousand dollars annually 
to revenues by collecting innumerable 
small items of profit. It can be done 
without adding a great deal to overhead 
expense, if, indeed, it adds anything. 


© 


FUTILITY OF PUMP PRIMING 


Wuat is needed is the removal of the 
causes for the unwillingness of business 
men to take risks and embark upon new 
ventures. Pump priming does not do 
this. It merely gives a temporary fillip 
to business by providing additional 
spending power for the moment.—New 
York Journal of Commerce. 
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Appraising municipal credit 


N the February issue of THE BANK- 
ERS MACAZINE, in presenting the es- 
sential factors which should be con- 

sidered in appraising municipal credit, 
it was summarized that tax and tax col- 
lections constitute an important part 
thereof. Taxes, and especially the ad 
valorem taxation upon which municipal 
establishments depend, not only directly 
affect government finances and rule the 
debt-paying ability of political entities, 
but they also exert an important bear- 
ing upon the growth and development 
of the community itself. Tax collec- 
tions, likewise, influence budgetary op- 
erations and the current financial posi- 
tion of municipalities. The degree of 
success with tax collections often de- 
termines the solvency of local govern- 
ments. In this article the factors sur- 
rounding the tax levy and its impor- 
tance, as well as tax collections and 
their significance, will be discussed to- 
gether with such prerequisites as to the 
tax rate and its oppressiveness, tax 
limitations and their results, tax de- 
linquencies and their disposal, and the 
current financial position and their ef- 
fects upon municipal credit. 

Tax and tax collections are of great 
importance in municipal finances _be- 
cause municipal budgets are based for 
the most part upon the general prop- 
erty tax—the ad valorem tax levy. The 
general property tax, known as the tax 
levy, is the burden or charge imposed 
upon general private property for the 
support of government and the dis- 
charge of public debts. The tax levy 
is the amount of funds raised from the 
ad valorem taxation as reflected in the 
tax rate, which is a percentage of the 
tax imposed upon private property as 
assessed. The tax rate is expressed in 
what is known as the millage, that is, 
the tax rate per thousand dollar valua- 
tion, and varies for the different kinds 
of taxed property. The tax levy, there- 
fore, is the sum total of funds to be 


IV. Tax and tax collections 


By Basi C. Ropes 


raised from the general property tax 
as determined under the peculiar ar- 
rangement in practice throughout the 
country whereby the tax levy is fixed 
to meet the annual budget and debt 
service charges. This is quite distinct 
from special assessments or special 
taxes, which are usually imposed upon 





This is the fourth of a series of 
articles on municipal credit 
which will appear in THE 
BANKERS MAGAZINE during 
1938. 





specific properties to retrieve the cost 
of local improvements 


Importance of the Tax Levy 


The general property tax represents 
one of the oldest and most widely used 
forms of taxation in the United States. 
It places the burden directly upon those 
who own property. The general prop- 
erty levy has been the most prevalent 
form of taxation among states and their 
political subdivisions in the United 
States since colonial days. In recent 
years, however, states have been rely- 
ing less upon the general property tax 
and more upon other forms of taxa- 
tion, consisting of direct assessments, 
such as income tax and inheritance 
taxes and indirect imposts, such as 
gasoline taxes, license fees and sales 
taxes. As a matter of fact, a few states, 
including California, Michigan, New 
York, Ohio, and Virginia, have relin- 
quished altogether the ad valorem form 
of taxation in favor of their localities. 
On the other hand, local governments 
continue to depend a great deal upon 
this form of taxation, despite efforts to 
diversify their sources of revenue and 
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secure a larger. participation in state 
controlled and state collected revenues. 
It is interesting to note that general 
property taxes in 1935 provided 57.4 
per cent. of our total tax bill, combin- 
ing the total revenue collections of our 
Federal, states and local governments. 
The same sources contributed 74.6 per 
cent. of the combined revenues of our 
states and their political entities in that 
year. General property levies con- 
tribute today between 50 and 90 per 
cent. of local government revenues, the 
actual percentage depending upon 
progress toward diversification of tax 
sources. 

The record of tax collections has been 
especially emphasized in former years 
as a factor in municipal credit, because 


wise, other funds and tax sources, as 
well as subsidies and grants from the 
Federal and state governments, consti- 
tuting a substantial portion of local 
government receipts, are incorporate in 
the budget, which should reflect the 
combined financial results. The greater 
the diversification of sources, the more 
important the necessity of studying 
budgetary operations and revenue and 
expenditure items in appraising muni- 
cipal credit. 

One of the most important questions 
requiring consideration in analyzing 
the tax record of municipalities is tax 
limitation laws and homestead tax ex- 
emptions and their effects upon muni- 
cipal finances. Tax limitation laws 
have been introduced in several states 


“Because of the broadening of the tax base, it is no longer 
sufficient to analyze the tax report alone in appraising municipal 
credit, but it is imperative to study budgetary operations and 
budgetary trends, as well as the character and nature of the 


revenues and expenditures. 


Unemployment relief, for example, 


which today constitutes an important expense item among local 
governments, is seldom financed by general property taxes, except 


in a few cases, and consequently is not reflected in the general 
tax levy.” 


debt service charges have been directly 
provided by general property taxes, 
apart from the dominant influence that 
they exert generally upon local govern- 
ment finances. The greater the depend- 
ence of a municipal corporation upon 
the general property tax, the greater 
is its significance. Because of the 
broadening of the tax base, it is no 
longer sufficient, however, to analyze 
the tax report alone in appraising 
municipal credit, but it is imperative 
to study budgetary operations and 
budgetary trends, as well as the char- 
acter and nature of the revenues and 
expenditures. Unemployment relief, 
for example, which today constitutes an 
important expense item among local 
governments, is seldom financed by 
general property taxes, except in a few 
instances, and consequently is not re- 
flected in the general tax levy. Like- 
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under various forms and conditions, 
but only in a few instances these laws 
have been sufficiently restrictive to 
cause apprehension. In those states in 
which tax limits have been actually re- 
strictive, results have been generally 
unsatisfactory. An immediate outcome 
has been the shortage of revenues and 
the curtailment of public functions and 
services. In many instances, other 
taxes, service charges and fees have 
been imposed and a greater participa- 
tion in state controlled and state col- 
lected revenues has been sought to sup- 
plement the deficiency. These measures, 
however, have not always been suffi- 
cient to compensate for lost revenue. 
In a few instances, municipal credit has 
actually suffered and many a readjust- 
ment plan has been held back because 
of these limitations. Likewise, home- 
stead exemptions restrict the power of 
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taxation by exempting from certain 
levies a portion of the assessed value 
of privately owned homes. Although 
these exemptions do not usually apply 
to debt service charges, a measurable 
shrinkage in revenue has taken place. 


Tax Collections and Delinquency 


Tax and tax collections are usually 
disclosed in the financial statement in- 
corporated in bond circulars. The 
presentation of tax data shows the 
amount of the tax levy for each year 
and the amount of tax collections for 
the corresponding years in relation to 
the levy. The record over a period of 
years should be interpreted. Collec- 
tions are usually reduced to a percent- 
age basis, and the data indicates the 
portion of the tax levy actually col- 
lected. The amount of levy remaining 
uncollected is known as delinquent 
taxes or delinquency. The larger the 


amount of levies collected the better is 
said to be the record. In analyzing the 
record of collections it is necessary to 
make a distinction between the amount 
of taxes collected on account of the 
current tax levy and the amount re- 
ceived on account of delinquent taxes. 


It is important to ascertain whether or 
not budgets are based on 100 per cent. 
collections and what is the method of 
financing or making up for the delin- 
quency. Some municipalities lump to- 
gether all tax collections combining the 
current levy and delinquent taxes, but 
this practice makes it difficult to dis- 
cern the actual record of current tax 
collections. It is prevalent among local 
governments to impose liens upon 
properties for which tax levies have 
not been paid after a lapse of a certain 
period of time. These liens may be 
sold to satisfy the outstanding taxes in 
what is known as “tax lien sales.” Most 
of the municipalities “buy” their own 
tax liens which they utilize to secure 
temporary loans or set aside as reserves, 
constituting “current assets.” Delin- 
quent taxes have become of increasing 
importance since the depression period 
and today they constitute a significant 
source upon which local governments 
depend to meet current requirements. 

The method and manner of collec- 
tions vary in the different parts of the 
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country and even among municipalities 
of the same state. In many states, the 
county acts as the central agency for 
the levying and the collecting of gen- 
eral property taxes as in California, 
Connecticut, Minnesota, Ohio, and 
Washington. In other states, each po- 
litical entity has its own assessing, 
levying and collecting authority. In 
certain states, special arrangements ex- 
ist between the different government 
entities. In New York State, two dis- 
tinct practices are in force. In Erie 
county, for instance, the county is re- 
sponsible to its inclusive towns and 
school districts, except Buffalo, for 100 
per cent. levies irrespective of actual 
collections. The reverse is applicable 
in Nassau county in which its inclusive 
cities and towns are responsible to the 
county for the amounts of levies ac- 
tually collected. The cities and towns 
in this instance are acting as collecting 
agents for the county. In the State 
of New Jersey, the cities, towns and 
boroughs are accountable to the coun- 
ties (which are responsible to the state) 
for the entire amount of county and 
state taxes levied within their confines 
irrespective of the amount actually col- 
lected. This particular arrangement 
worked serious difficulties upon local 
units during the depression period when 
tax collections were poor and the 
counties- demanded full payment of 
levies. In many instances, manda- 
muses were executed to compel the pay- 
ment of levies. Although the machin- 
ery provided for the assessing, levying 
and collecting of taxes is of no direct 
relation to municipal credit, these con- 
ditions exert a direct influence upon 
municipal finances, because an efficient 
organization is more economical and 
more effective. 

The accompanying table shows the 
tax and tax collections of the City of 
Omaha, Nebraska, as reported by the 
Bond Buyer. It may be stated that this 
presentation is considered a satisfac- 
tory method of exhibiting tax data. The 
report reveals the combined tax levy 
in the city, including the utility and 
school taxes, for each year separately, 
covering seven years; the amount of 
taxes uncollected at the end of each 
year, and the percentage of delin- 
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quency; and the amount of levies un- 
collected for each year as of the end 
of 1937, and the percentage of delin- 
quency thereof. 


Significance of Tax Collections 


The tax report of the City of Omaha, 
as shown in the table, reflects a “fair” 
record of collections. The city’s col- 
lections have been somewhat better than 
the average tax collections for the 
larger cities in the United States, but 
there are other offsetting conditions. 
The combined average record as re- 
ported by the Municipal Service De- 
partment of Dun & Bradstreet, was 
86.1 per cent. for the year 1936, and 


age of their annual levies remain un- 
collected. Fortunately, the tax limita- 
tion laws in force in Nebraska as ap- 
plying to cities, school districts and 
counties are liberal and for all prac- 
tical purposes the question of tax 
limitations may be dismissed as a fac- 


_tor in the city’s credit status. 


There are various explanations which 
may be offered for the lagging tax 
collections record of the City of Omaha. 
Its primary dependence upon the meat- 
packing industry presents the chief 
source. The slow growth of the city 
in the past two decades and the recent 
depression forces have unquestionably 
lowered real estate values which have 


Crry oF OmAHA, NEBRASKA 
Tax Report 


Uncollected 
at End of Year 


Tax Levied 


$ 784,492 
1,315,286 
1,407.446 
1,196,534 

966,745 
809,942 
789,869 


6,896,855 
6,933,549 
6,988,945 


82 per cent. for 1935 and 77 per cent. 
for 1934. The corresponding delin- 
quency was 13.9 per cent. for the year 
1936, and 18 per cent. for the year 
1935 and 23 per cent. for 1934, against 
which the record of Omaha may be 
contrasted. The city’s record, more- 
over, appears to be commensurate with 
that of other cities of similar circum- 
stances. For example, the delinquency 
for Kansas City (Kansas) was 13.34 
per cent. in 1936 and that of St. Paul 
(Minnesota) 11 per cent., both match- 
ing Omaha’s record. Topeka (Kansas) 
reported a delinquency of 7.4 per cent. 
for the year 1936 and this was con- 
siderably better than that of Omaha. 
On the other hand, Omaha’s record was 
substantially better than that of Fort 
Worth (Texas) which city exhibited a 
delinquency rate of 22.5 per cent. in 
1936, or that of Portland (Oregon) 
which city had a delinquency of 21.10 
per cent. in 1936. The continued rela- 
tively high delinquency after the fifth 
year in the City of Omaha is not very 
impressive, although it is prevalent 
among cities to have a certain percent- 
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Per Cent. 

Thereof 
8.90 
14.93 
19.35 
16.88 
13.94 
11.66 
11.30 


Uncollected asof Per Cent. 
Jan. 1, 1938 Thereof 
$351,628 4.00 
640,767 7.27 
392,185 5.39 
501,491 7.07 
504,219 7.31 
516,634 TAS 


not been fully restored in the recovery 
years, despite its relative economic sta- 
bility. Business activity has not fully 
regained its former level, while the tax 
levy appears to be somewhat high for 
a city of the size and character of 
Omaha. It is natural that a burdensome 
tax levy is difficult to collect. To de- 
termine the oppressiveness of the .tax 
levy it is necessary to study many fac- 
tors. The tax rate itself is meaning- 
less unless it is adjusted to prevailing 
actual values and consideration is given 
to the nature of local wealth, the char- 
acter of the individual taxpayer and the 
relationship between property taxes and 
income derived from taxed properties. 
The size of the community, its economic 
dependence, government organization, 
government costs and general taxation 
are other factors requiring attention. 
In weighing the tax rate, it is essen- 
tial to take into account all levies im- 
posed in the community by the various 
political entities operating in the area. 
In the City of Omaha, there are eleven 
distinct tax levies of which seven per- 
tain to the various funds of the muni- 
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cipal corporation, including a tax levy 
for unemployment relief and another 
for sinking funds. There are also a 
utility tax and a school tax, and levies 
imposed by Douglas county and the 
state government of Nebraska. The com- 
bined tax levy as represented by the 
total tax rate was $36.90 per $1000 
valuation in 1937 or 36.90 mills. In- 
asmuch as real estate is assessed at ap- 
proximately 70 per cent. of its true 
value, the adjusted tax rate was $25.83 
for the year 1937. On the same basis, 
the adjusted tax rate was $24.96 in 
1936 and $25.13 in 1935. Although 
no complete data are available for all 
vears, a partial comparison shows that 
Omaha’s tax rate was in line with the 
national average, which was $25.76 in 
1935 and $26.03 in 1934, as compiled 


by the Municipal Service Department 


The effectiveness or goodness of tax 
collections find their reflection in the 
budget and the current financial posi- 
tion of government entities. The cur- 
rent financial position of a municipal- 
ity is what may be termed its operating 
financial position as related to current 
and delinquent tax collections, cash re- 
serves, and current obligations. It may 
be further extended to include future 
bond maturities. Inasmuch as taxes 
are usually paid semi-annually (al- 
though quarterly and monthly instal- 
ments have been introduced in certain 
areas), government entities find it ex- 
pedient to borrow between tax pay- 
ment dates in order to balance their 
financial requirements. Likewise, when 
the budget is based upon 100 per cent. 
levies, the delinquency is usually sup- 
plemented by temporary loans, known 


“Most of the financial difficulties experienced during the last 
depression period had resulted by reason of poor tax collections 
and the accumulation of large floating indebtedness. coupled with 
inability to renew old obligations or contract new loans.” 


of Dun & Bradstreet. Reduced to a per 
capita basis, which is another method 
of appraising the oppressiveness of the 
tax levy, Omaha’s rate was equivalent 
to $31.22 per capita in 1936 as com- 
pared with $32.27 per capita for the 
average tax levy of 63 reporting cities 
belonging in the group of 100,000 to 
300,000 population. Omaha’s per 
capita tax levy, however, was higher 
than that of Kansas City (Kansas) 
which was $26.00 per capita, or that 
of Fort Worth (Texas) which was 
$25.38 per capita. In making these 
comparisons, nevertheless, it is impor- 
tant to take into consideration various 
economic factors, such as size, nature 
and character of the community, its 
geographic location and wealth and 
values. It is quite obvious that the tax 
levy in the City of Omaha is somewhat 
heavy inasmuch as the city’s less-than- 
average capacity is called upon to sup- 
port an average tax levy. 


as tax anticipation loans, which are 
generally secured by the tax levies 
pending their collection. No great 
meaning should be attached to .tem- 
porary financing under normal condi- 
tions, when it is carried out in accord- 
ance with the budget plan, and’ the 
loans are regularly retired at maturity, 
although the accumulation of | large 
floating indebtedness is deterrent to 
municipal credit. Most of the financial 
difficulties experienced during the last 
depression period had resulted by rea- 
son of poor tax collections and the ac- 
cumulation of large floating indebted- 
ness coupled with inability to renew 
old obligations or contract new loans. 
The accumulation of large delinquen- 
cies, furthermore, is also undesirable 
for their unfavorable effects upon real 
estate and local government finances. 
Large delinquencies tend to depress 
real estate values, raise the tax rate 
and promote government extravagance. 
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LEARN TO INTERPRET 
BANKING FIGURES 


Published banking figures provide the best of all 
sources of information on business trends 


By RicHarp DANA SKINNER 
Vice-President of Townsend-Skinner § Company, Inc. 


HE whole course of the 1937 busi- 

ness decline was clearly outlined 

by the weekly Federal Reserve 
Board banking figures many months be- 
fore it became visible in trade reports, 
popular business indices or even in the 
stock market. Nor is this the first time 
the banking figures have proved so 
practical and useful a guide. They 
showed the same revealing story before 


their toboggan ride. They will point 
out that practically the same thing hap- 
pened in 1920—and from this you are 
supposed to believe that your banking 
figures represent nothing but stale his- 
tory. 

Of course you yourselves know that 
whatever anyone does in your com- 
munity reflects itself almost instantly 
in your books, and that in the very 


“The condition of even one unfortunate man on relief leaves 


an immediate factual trail in your own figures—in the total of 
bank debits for the week, in the drop in Government deposits, in 


the rise in circulation, then in the decline in circulation and in the 


new rise in private deposits. 
with you. 
vour actual depositors. 


the depression of 1920, again before 
the minor set-back of 1923 and in quite 
spectacular fashion before the great de- 
pression of 1929 to 1932. Moreover, 
after each of these periods had run its 
course, the banking figures revealed 
clear signs of recovery before that re- 
covery could be seen in business figures. 

I realize, of course, that there are a 
great many professional economists 
who will tell you that “credit factors” 
—as they like to refer to bank lending 
and investing operations—merely trail 
after business. They will point out, for 
instance, that commercial loans con- 
tinued to expand in 1937 well into the 
month of October, long after the stock 
market and business indices had taken 


Condensed from a recent address. 
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Yet this man has no deposit account 
Consider how far more complete is the trial left by 


nature of things your figures ought to 
give evidence of changes in business 
long before the published reports of 
any of the great industrial concerns 
you serve. In fact, your figures catch 
up the daily actions even of the thou- 
sands of people who have no bank ac- 
counts, 

The condition of even one unfortu- 
nate man on relief leaves an immediate 
factual trail in your own figures—in 
the total of bank debits for the week, 
in the drop in Government deposits, in 
the rise in circulation, then in the de- 
cline in circulation and in the new rise 
in private deposits. Yet this man has 
no deposit account with you. Consider 
how far more complete is the trail left 
by your actual depositors—by those 
who borrow only and by those who 
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iv AMERICAS INDUSTRIAL CENTER |j 


WW: corporations and in- 
dividuals move from your 
city to the Newark territory, 


give them a letter of introduc- 
tion to New Jersey’s largest bank. 


FIDELITY UNION 
TRUS) CO) PANY 


NEWA ORANGE 


MEMBER... . 
FEDERAL DEPOSIT [INSURANCE CO PORATION 


don’t. Every week you report to the 
Reserve Board the amounts borrowed 
on securities as well as the amounts 
borrowed for commercial purposes or 
through mortgages. Before the week is 
over—and taking all the major banks 
of the country in the aggregate—the 
combined story told by your figures 
shows how fast money is passing from 
hand to hand, whether or not people 
are borrowing or paying off loans, and 
to just what exent in each class of 
loans. If you have difficulty in mak- 
ing enough good loans, your figures 
also show whether you are filling up 
the gap in your earnings assets by in- 
vestments. All the varieties and com- 
binations of business conditions, includ- 
ing even the impact of foreign crises, 
find an equivalent expression in your 
figures—not weeks after important 
business events, but at the very instant 
they happen. 

Now the real point is that your fig- 
ures do tell a story long before it ap- 
pears in any other available figures. 
But they tell the story in a form that 
has to be sifted and analyzed with care 
before its meaning becomes wholly 
clear. We have to recognize that no 
one single set of figures—such as the 
commercial loan account—can tell the 
whole story, and that one set of ob- 
vious facts may offset or outweigh an- 
other equally obvious set of facts. 


For instance, take this case of the ris- 
ing commercial loans through October 
of 1937. Taken alone, it might have 
bullish significance. The same is true 
of bank debits, taken alone. But let’s 
take a common sense look at the rec- 
ord. True enough—bank debits were 
10 per cent. above the same months of 
1936. But we might much better say 
they were only 10 per cent. higher, 
whereas commercial loans in those same 
months were a whole 25 per cent. 
higher! 

In other words, business concerns 
were borrowing their heads off, but in 
spite of their borrowings, the increased 
loans were not productive enough to 
raise the spending activity of the coun- 
try even half as much. 

To get right down to cases, here is 
an important part of what your bank- 
ing figures showed in the first half of 
1937. After all proper correction for 
differences between seasons of the year, 
the daily rate of spending in this coun- 
try—as reflected in your reports of 
checks drawn on deposit accounts—fell 
off some 15 per cent. between December 
of 1936 and the end of May, 1937. 

Now for those commercial loans. At 
the very period when spending was de- 
clining 15 per cent. in five months, 
commercial loans were rising by more 
than 6 per cent. Business was going 
more into hock while gross sales were 
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going off. Need I point out to you the 
obvious and similar drop in the Fed- 
eral Reserve Board’s index of industrial 
production many months later? One 
simply had to follow the other, as the 
night the day. Somewhere in between, 
the stock market, anticipating business, 
but lagging many long months behind 
your own banking figures, brought its 
full quota of grief not only to Wall 
Street speculators, but also to every 
bank investment portfolio that con- 
tained anything below an AA bond. 

But just by way of warning that even 
the bank figures can not tell as super- 
latively simple a story at all times, let 
me warn you that in another type of 
unsound boom—such as that from 1926 
to 1929—the spending to borrowing 
comparison needs to be offset by still 
other banking figures before it gives 
a clear warning of trouble. 

We can put it in these terms. In 
1926, if you subtracted total bank loans 
from total bank deposits, there was a 
difference (or business cash margin, 
if you like) of roughly 5 billion dol- 
lars. That represented the free and 


clear cash which the bank depositors 


of the country would have had left if 
they had paid off all their bank loans. 
By mid-year 1929, this cash margin had 
dwindled to little more than 3 billion 
dollars. In other words, the cash mar- 
gin position of American business had 
declined 40 per cent. in those three 
glamorous years. That was the “off- 
set’—the dragging down influence,— 
which counteracted a continuous rise in 
the ratio of spending to borrowing. 
Plainly speaking, American business 
was way out on a limb. 


And so it happened that in 1929, the 
various banking figures offset each other 
in such a fashion that they showed a 
sharp decline beginning in March of 
that year—nearly seven months before 
the stock. market crash that astonished 
the American business and_ political 
world. 

But my purpose is not to bore you 
with detailed types of measurements 
which can be drawn from the figures 
representing your every day activities 


as bankers. I am merely trying to de- 
fend the thesis that you have in your 
possession a source of accurate week-to- 
week information on what is happening 
far superior to all known trade reports. 
To prove that thesis, I am merely cit- 
ing these few important facts and ran- 
dom illustrations in the hope that you 
may be prompted to use your own ag- 
gregate figures more and more as 
guides to policy on investment and on 
constructive measures with your de- 
positors and borrowers. 


Going backward over the record, I 
can assure you that the banking figures 
of the first half of 1937 would have 
led you, first, to curtail your long-term 
bond investments in the earliest months 
of 1937 and, by midsummer, to protect 
your portfolio accounts and trust funds 
by selling most of your lower grade 
bonds and common stocks. In early 
1934, the banking figures would have 
led you to invest heavily in long-term 
bonds, in spite of all the scare talk of 
inflation then running around in high 
quarters. In April, May and June of 
1932—even while the stock market was 
taking its final plunge—the banking 
figures would have shown you indis- 
putable evidence of a basic turning 
point in the depression. After Febru- 
ary, 1929, they would have given you 
invaluable warning of impending 
trouble in both bond and stock mar- 
kets. They would have shown you after 
March, 1921, the beginnings of recov- 
ery from that short-lived depression. 

Even the Federal Government itself 
can not act in an important way with- 
out producing an immediate sympto- 
matic change in your own banking fig- 
ures. If you hold this as a deep and 
common sense conviction—supported as 
it is by evidence from the past—you 
will find that without going outside of 
your own familiar sphere of activity, 
you can gauge well in advance of in- 
dustry and of stock and bond markets 
those tidal forces which, made by 
human beings in the first instance, react 
violently upon all of us, to our threat- 
ened despair or to our ultimate success 
and powerful achievement. 
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Our lopsided banking system 


The difficulty of providing for unusual 
withdrawals of depositors’ funds proves 
one of the bankers’ greatest problems 


By J. M. HELLINGs 
Vice-President of the Inter-State National Bank, Kansas City, Mo. 


UR banking plan is very lopsided 
in that we accept deposits and 
promise to pay them on demand 

and then lend the same money for stated 
intervals. It is all founded on the 
hope and thought that only a certain 
portion of the depositors will make the 
demand at about the same time and, 


able extent, we are bound to have 
banking panics from time to time. 

The unfortunate trouble with a panic 
is that people suffer such a loss of con- 
fidence and are obsessed with mass fear, 
that the depositors will draw a much 
greater proportion of their funds than 
any banker can imagine in normal 


“The banking world and even the bank examiners have had 


their viewpoint so twisted that they will allow promises of pay- 
ment in the form of bonds to be carried on the books as an asset 
at more than the face of the note. Consequently, a large part of 
our depositors’ funds are secured by Government promises, the 


guaranty of their deposits is secured by more promises, their old 
age hope and assurance are guaranteed by other promises, and in 
due time it is not unlikely that we may lean on further Govern- 


ment promises for rest and peace in the Hereafter.” 


therefore, it will give the banker a 
chance to collect his funds. However, 
we know that periodically it does not 
pan out to our liking and according to 
our ideas of what a reasonable demand 
for deposits should be and, conse- 
quently, such periods are known as 
panics. 

If some plan could be devised 
whereby a depositor would leave his 
money in the bank with the understand- 
ing and provision that under certain 
conditions only a specified per cent. of 
the deposit could be withdrawn at 
stated intervals, this would give the 
banker time to collect and meet his ob- 
ligation. Until this question is bravely 
met and adjusted, at least to a consider- 


Condensed from a recent address. 
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times. Consequently, we can under- 
stand that there was unquestionably a 
great need for some system that would 
provide banks with credit in times of 
stress if they had loans that could surely 
be paid within a reasonable time. In 
turn, it is very easy to decide that about 
the only security that is sure to have 
a market under trying financial condi- 
tions is principally food for man and 
beast. Loans secured by meat, cured, 
refrigerated or on foot, grain, canned 
goods and practically all edible articles 
have proved to liquidate loans under 
these abnormal conditions. Conse- 
quently, the Federal Reserve System 
was set up on this idea, and it proved 
well founded, both for seasonal needs 
and in times of financial distress. 

So far as “Spaced Maturities” are 
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concerned we must acknowledge that 
when loans are backed by the right 
kind of security that will liquidate the 
same, there is no great need to worry 
about a reasonable date of payment as 
long as we have a Federal Reserve 
System. The “ghost at the banquet” 
in banking is always the knowledge 
that the depositors do sometimes de- 
mand their money, and at times too 
many of them come at once. 

After the panic beginning in 1929, 
we witnessed a very real demonstration 
of a lack of confidence in banking by 
the depositors, and the fact that they 
demanded their money caused loans to 
be called out of all proportion, and 
prices correspondingly declined by 
leaps and bounds. This hysteria gradu- 
ally moved forward until it reached an 
apex in the early part of 1933. At that 
time the great thought of the majority 
of depositors was to have the money 
in their hands again, and the strain on 
certain centers was so heavy that the 
end was a general suspenison of pay- 
ment. 

When partial confidence was restored 
and many banks were allowed to pay 
out only certain percentages of their 
deposits the fever of the people gen- 
erally subsided and reason again pre- 
vailed. However, the damage was al- 
ready done and most banks were greatly 
reduced in deposits and capital struc- 
ture. After the fear of banks subsided, 
the depositors came back and the totals 
have steadily mounted. 

Our new-found wealth and deposits 
have been greatly increased by a dis- 
tribution of Government funds, which 
in turn have largely been borrowed 
from the banks. The result of all this 
is that the banks are said to hold about 
60 per cent. or more of the present 
Government debt. 

A large part of these Government 
promises mature at stated intervals, 
while the deposits largely remain due 
on demand. Consequently, if the de- 
positors again become panicky and de- 
mand their money in unusual propor- 
tions, there is no solution except for 
the banks to take the Government ob- 
ligations to the Federal Reserve System 
and in turn ask for credit or currency 
—or sell on the market—or reduce ma- 
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terially the small amount of loans now 
carried. 

At this time, it is very apparent that 
the majority of the securities are due 
at times in the more or less distant 
future. If the withdrawals should not 
be returned, then the banks would 
simply be compelled to remain in debt 
to the Federal Reserve System until the 
Government issues are paid. 

From our experience, we know that 
all debts are liquidated in one of three 
ways: Repudiation, compromise or the 
request and consent for long time at 
favorable rates. The Government debt 
is not fundamentally different from 
that of the individual or corporation, 
and unless it is reduced those who hold 
its obligations must in time be willing 
to accept long time renewals at rates 
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that are out of proportion to the then 
prevailing yields—or even non-interest 
bearing. We are already blandly in- 
cluding the interest in our renewals of 
the bonds. It reminds me of the bor- 
rower who renews his note—includes 
the interest—tears up the old note—and 
says—“Thank God that debt is paid.” 

We are facing many changes. If 
they are fundamentally sound, we need 
have no reason to fear the outcome 
merely because of an innovation and 
the passing of antiquated systems. 


Our greatest danger lies in the pro- 
crastinating and placid attitude of re- 
iterating that our national resources are 
limitless and there is no occasion to 
worry about the increased debt. 

In turn, we all are conscious that our 
credit files contain thousands of finan- 
cial statements which we know are not 
in keeping with real values. Real es- 
tate values especially are out of pro- 
portion, and there is no doubt that 
such statements are inclined to influence 
the judgment of bankers and money 
lenders to some extent. 


These extravagant land values have 
cost banks, insurance companies, and 
private investors huge sums, and, in 
turn, they contribute to the burden of 
their taxes as well. 

Perhaps one would feel that in times 
of ridiculously low rates and corre- 
spondingly small profits the thought 
might be advanced that all interest paid 
on deposits should be abandoned, and 
even some small charge might be ex- 
acted for the safe-keeping of funds. 
However, that would seem far-fetched 
and unlikely when bankers cannot hold 
together to require a rate of even 2 per 
cent. for their funds. 

The banking world, and even the 
bank examiners, have had their view- 
point so twisted that they will allow 
promises of payment in the form of 
bonds to be carried on the books as 
an asset at more than the face of the 
note. Consequently, a large part of 
our depositors’ funds are secured by 
Government promises, the guaranty of 
their deposits is secured by more prom- 
ises, their old age hope and assurance 
are guaranteed by other promises, and 
in due time it is not unlikely that we 
may lean on further Governmental 
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promises for rest and peace in the 
Hereafter. 

In reverting to the subject of 
“Spaced Maturities,” we may hope that 
the time will come again when borrow- 
ings will be secured by commodities 
that are practically sure to retire the 
debt. When this time arrives, careful 
and conservative bankers will space 
their maturities to provide for unusual 
withdrawals of their depositors’ funds. 
In turn, they will likely feel that the 
investment of their capital set-up in the 
best of bonds, due in not more than 
one or two years, will be in keeping 
with good banking practices, and they 
will know that liberal classification of 
paper eligible for discount at their 
Federal Reserve banks is not conducive 
to safety and further ease and confi- 
dence in banking. 

We cannot realize all of our ambi- 
tions, hopes and desires, and someone 
has said that so often the things we 
want most are illegal, immoral or fat- 
tening. 

Consequently, we will eventually 
realize that fallacies, dreams and visions 
are entertaining but not sound as guides 
to our daily living, and that “The Lord 
loveth a cheerful giver—distributing to 
the necessity of Saints—but not one 
who is slothful in business—or wise in 
his own conceits.” 


© 


JAPANESE-AMERICAN TRADE 


ACCORDING to a recent report of the 
United States Department of Commerce, 
Japan continued to be our third largest 
customer last year, while, on the other 
hand, Japan was also third among the 
nations exporting commodities to this 
country. The total value of our exports 
to Japan amounted to $288,378,000, 
which marks a gain of 41 per cent. 
above that in 1936 and represents the 
highest total since 1920. Japanese ex- 
ports to the United States amounted to 
$204,202,000, showing a rise of 18.8 
per cent. For the sixth consecutive year 
trade with Japan has resulted in an ex- 
port surplus for the United States.— 
“The Guaranty Survey,” Guaranty Trust 
Company of New York. 
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The “why” of the service charge 


You know why, but do your customers? .. Here is 
how one bank has successfully solved a real problem 


By Joun Lancpon HEATON 


OU know why your bank makes a 

service charge, but have you made 

your customers see the fairness and 
reasonableness of it? The First Na- 
tional Bank of Madison, Wisconsin, has 
both done this and increased its serv- 
ice charge revenue with a unique plan 
that has stood the test of four years of 
successful service. By an_ individual 
monthly analysis of all accounts, large 
and small, this bank has evolved a sys- 
tem of charging each customer for ex- 
actly the amount of service he uses and 
making him like it. The heart of the 
plan lies in a carefully worked out chart 
which both cuts the cost of analysis far 
below the level that could be achieved 
by the use of even the most advanced 
calculating machines and serves to show 
each customer how much he is being 
charged and why. With this chart the 
customer can figure his own service 
charge and find out how he can reduce 
it if he wishes. 

In a period of low interest rates and 
poor recoveries and bond profits the 
service charge is too important a source 
of revenue to be overlooked. For ex- 
ample, Wisconsin banks collect an 
amount equal to as high as 50 to 80 
per cent. of their net profits from these 
charges, according to a recent address 
by Clarence J. Weber, assistant cashier 
of the First Wisconsin National Bank, 
Milwaukee. “And,” he continues, “I 
don’t think any bank in Milwaukee 
making service charges today would 
willingly go back to the days when 
banks were rendering free service at 
an annual cost which in many cases 
exceeded their total dividends.” 

No, it is not likely that banks in 
Milwaukee or elsewhere will go back 
to the old days of free service. The 
“why” of the service charge is clear 
enough to bankers, but for complete 
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success they must make it equally clear 
to their customers. Customers demand 
both directly and indirectly to know 
why you make a service charge and 
further, why you make the particular 
charge you do. This, at least, is the 
way the problem is viewed by the First 
National Bank, Madison, Wisconsin, 
originator of the Madison service 
charge plan, which has aroused the in- 
terest of bankers in many states. By 
many years of providing free service, 
banks got the public into bad thinking 
habits, until finally check service came 
to be viewed as a loss leader, such as 
grocers often have in sugar, to bring 
in customers. In developing its serv- 
ice charge plan the First National Bank 
of Madison has expertly aimed at show- 
ing its customers that a fair charge is 
being made for a valuable service ren- 
dered. 

The attitude is taken that a bank, like 
a manufacturer, has a product for sale 
for the satisfaction of human require- 
ments. The bank’s product is check- 
ing service, and intangible though it 
may be, it is of great material benefit 
to the community. In fact, should the 
service be abruptly discontinued the 
resulting inconvenience would be 
greater than that caused by the lack of 
many manufactured articles. 

To set a fair price for his wares the 
banker like the manufacturer must de- 
termine his production costs and ad- 
just his charge accordingly. There is 
just one difference and this is in the 
order of procedure. The manufacturer 
determines his costs, sets his price and 
sells his merchandise. The banker first 
delivers the service and then deter- 
mines the cost and price to be asked. 
To make its point, justify its particu- 
lar service charge, and yet retain the 
good will of its customers the First 
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Section of the service charge table used 


National Bank of Madison has distrib- 
ated an explanatory leaflet to its 
checking account patrons entitled “The 
Why of the Service Charge.” On the 


first page of this leaflet the whole 
problem is summed up with fairness 
and editorial dignity: 


The First National Bank of Madison 
endeavors to render a service to Checking 
Account patrons that is efficient and help- 
ful. Your funds are adequately protected 
and you are saved much time and effort. 
Concelled checks are absolute legal proof 
of payment. Please note the following ad- 
ditional advantages: 

1. A permanent photographic record is 
kept of every check that passes through 
our hands. 

2. Deposits may be made or checks 
cashed at the main bank or at the west 
branch. 

3. Deposits may also be made by mail. 
Mailing envelopes and deposit slips will 
be provided without charge. 

4, Free parking for patrons is available 
at the central garage. 

Consistent with the regulations endorsed 
by banking authorities both state and na- 
tional it is necessary for this bank to 
make a monthly service charge 40 cover 
part of the expense of handling an ac- 
count when it is not on a self-sustaining 
basis. 

This bank computes earnings on_ the 
average daily loanable balances of all 
checking accounts. The expense of carry- 
ing an account consists of activity cost 
and overhead expense. When the income 
on the loanable portion of your balance 
does not equal your account expense, cor- 
rection may be accomplished either through 
reducing the activity or by increasing the 
average balance. If you do not find it 
convenient to follow either of these sugges- 
tions, we feel that you will understand the 
necessity of applying a monthly charge to 
meet only the difference. Credit adjust- 
ment will be made at the end of the 
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First National Bank of Madison. 


calendar year in case the service charges 
have exceeded the account expense for the 
twelve months’ period. 

A casual study of this subject, we are 
confident, will reveal the fairness of this 
regulation, as well as the fact that the 
service charge, when one is necessary, is 
but small recompense for the many val- 
uable advantages a First National Check- 
ing Account affords. 


The second page of the leaflet is 
devoted to a chart by which the cus- 
tomer may figure out for himseif just 
what the charge on his account should 
be. Across the top of the chart are 
set forth estimated average balances. 
In the first vertical column are listed 
the numbers from one to fifty repre- 
senting the number of postings. To 
find the correct charge for a given ac- 
count the balances for each day of the 
month are listed and the total divided 
by the number of days to determine the 
average daily balance. Then the num- 
ber of postings on the monthly state- 
ment are counted and the same number 
found in the left hand column. The 
horizontal line from this figure is fol- 
lowed to a point under the amount at 
the top of the table nearest to the 
amount of the average daily balance. 
This locates the correct figure for the 
monthly service charge. With this 
simplified chart assessment is made 
easy for the bank and checking the 
assessment is made easy for the cus- 
tomer. 

The back page of the leaflet contains 
an effective pictorial diagram showing 
the manifold steps through which a 
check must travel from the time it is 
issued until it is returned to the cus- 
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tomer as cancelled. By visually show- 
ing the customer the complicated 
mechanism of the bank which works so 
quickly and smoothly for him the need 
for a service charge is further im- 
pressed upon him. 

As can readily be seen there is a 
great advantage from the public rela- 
tions point of view of the individual 
service charge based on cost analysis 
as compared to the flat rate type of 
charge. The First National is able to 
point out to its customers that they are 
paying for just the amount of service 
they require and no more. By means 
of the chart provided they can see just 
how and why and what they are paying. 

Four years ago officers of the First 
National Bank of Madison, Wisconsin, 
became convinced that banks were 
avoiding the important duty of analyz- 
ing the small accounts above $100 or 
$200 with the result that a large num- 
her of accounts enjoying checking 
services were going scot free of service 
charges which they should have been 
paying. By cost analysis it was proved 
that the common practice of omitting 
accounts in the upper brackets on the 
grounds that the service charge return 
would not justify the cost of analysis 
was a mistake. 

In 1934 the new system of balanced 
services was introduced. Now all ac- 
counts, large and small, are analyzed 
monthly with very little effort by using 
the service charge table. Of these ac- 
counts personal checking accounts con- 
stitute 80 per cent. of the total number. 
With these personal accounts it has 
been found that in most cases the float 
factor is too negligible to necessitate 
its consideration. In other respects 
all accounts, regardless of size, are 
treated alike. The same earning rate 
(3 per cent.), reserve percentage (20 
per cent.), maintenance charge (50 
cents), and per item costs are em- 
ployed. However, the omission of the 
float factor in the personal accounts 
makes it possible, by focusing attention 
on the activity and average balance, to 
short-cut the analysis considerably. The 
service charge made on these accounts 
thus represents the net difference be- 
tween income and expense. No specific 
charge is made to insure profit, it being 
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the bank’s opinion that profit should be 
derived from the employment of de- 
posit funds rather than from checking 
services, 

The entire service charge plan is 
predicated on the results of analyses 
covering the calendar year. While it 
is practical in most cases to assess the 
service charge on a monthly basis, in 
certain so-called seasonal accounts it 
has been found advisable to collect the 
service charge at the end of the year 
In any case, if the bank finds at the 
end of the calendar year that it has 
collected more service charges than the 
account expense amounted to, it will 
refund the overcharge. The depositor 
is thus assured of paying only the net 
difference by which the account ex- 
pense exceeds the income computed 
upon average daily balances maintained 
during the calendar year period. Dur- 
ing January of this year the First Na- 
tional Bank of Madison refunded ap- 
proximately $980 to 504 depositors. 
This, of course, was an important ges- 
ture from the viewpoint of customer 
relations and did much to eliminate ad- 
verse feeling toward service charges. 

When the monthly charge is made an 
itemized account slip is provided for 
business accounts. In the case of per- 
sonal accounts the charge is simply 
designated on the customer’s statement 
by the machine symbol “SC.” 

Results are what count after all is 
said and done. A service charge plan 
may look fine on paper and may do 
much to further customer relations, but 
if it does not work to the ultimate profit 
of the bank it leaves much to be de- 
sired. A bank to be safe must be 
profitable, and a_ successful service 
charge plan should contribute to this 
safety and profitableness. How does 
the Madison Plan show up in this re- 
spect? O. B. Lovell, comptroller of the 
First National has this to say about it: 

“For the first month of operation 
under this plan (April, 1934) the bank 
collected approximately $1,200 in addi- 
tional service charges. At the same 
time the average service charge on 
balances of less than $100 was lowered 
to 75 cents per account as compared to 
the previous flat charge $1.00 per 
month for all balances of less than 
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$100. In other words, the addition to 
our service charge list of those accounts 
maintaining balances above $100 re- 
turned the substantial net increases in 
monthly revenue stated above in spite 
of the lowered average monthly service 
charge for those accounts in the lower 
bracket.” 

At the same time the bank observed 
a marked lessening of the unfavorable 


reaction toward service charges. In 
fact, many depositors expressed them- 
selves as being in favor of the new 
pay-as-you-go system! | 

There is little more than could be 
asked of a service charge plan than 
the First National Bank of Madison has 
obtained from its. Revenue has been 
increased, customer good-will built and 
misunderstandings avoided. 


Lessons in farming for bankers 
By Dan H. Otis 


Agricultural Director of the American Bankers Association 


MERICA’S wealth is derived from 

the soil. Except for what comes 

from the sea, forests and mines, 
agriculture is responsible for its prim- 
ary production. The continued annual 
production of this new wealth is of 
vital concern to the maintenance and 
development of our economic system 
and our national life. 

Agriculture cannot maintain _ its 
proper position in our economic sys- 
tem without an adequate supply and 
wise use of credit. America has a 
large preponderance of rural banks and 
these have been of incalculable help in 
developing the large agricultural sec- 
tions of this country. Agriculture must 
continue to rely on the agriculturally- 
minded commercial bank for a large 
proportion of its short-term credit 
needs. 

How this credit can be _ secured; 
when it is safe to borrow; what prin- 
ciples underlie successful borrowing; 
and how credit rating can be estab- 
lished in advance of need, are of vital 
concern to both lender and borrower. 

Credit properly used reacts favorably 
for profitable farming, adds new wealth 
to the community, increased bank de- 
posits, opens new channels for sound 
loans, and stimulates business gen- 
erally. 

Good opportunities exist for using 
credit advantageously on the farm 
when certain fundamentals are kept in 
mind. ‘The value of land and water 
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for farming is measured by the ability 
to produce crops profitably at average 
market prices. Money may be wisely 
spent for more land if the farm is too 
small, and the purchase rounds out an 
economical operating unit. It may be 
wisely used if wisely spent for drain- 
age or for providing feed reserves. 
Often substantial savings can be effected 
by borrowing at the bank and paying 
cash for feed, fertilizers, spray mate- 
rial, machinery, equipment, etc. Often 
the discounts for cash will pay interest 
charges several times over. When a 
farm loan is made, it is wise to figure 
and weigh probable gains against 
costs and possible losses. Unless aver- 
age returns promise to be above inter- 
est and other costs, in all probability 
the loan ought not to be made. In bor- 
rowing for machinery and equipment, 
the maturity of the loan should at least 
not exceed the life of the article pur- 
chased. 

At best, farmers are forced to con- 
tend with many hazards, including 
drought, flood, hail, frost, severe wind 
storms, grasshopper and other insect 
pests, plant diseases such as rust and 
smut, water and wind erosion, etc. 
Many of these are not predictable, and 
some are unpreventable. 

Among credit safety factors may be 
included such items as whether the 
farm business is of sufficient magnitude 
to furnish more than a bare living to 
the farm family. Otherwise, it is a 
poor credit risk. Farm loans can well 
be based on production returns and 
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self-liquidating opportunities, as well as 
security. Rural credit should be re- 
lated to intelligent land use. In nego- 
tiating loans, consideration can well be 
given to long-time benefits so as not 
to over-stress immediate returns. Ma- 
turity dates should bear a close rela- 
tion to the productive life of the im- 
provement for which the money is 
borrowed. Long-time loans can well 
contain provision for gradual reduction 
of principal. 

Good farm management affects credit 
standing. Judicious use of crops for 
soil maintenance and improvement fur- 
nishes the basis for the adequate pro- 
duction of high grade feed, economic- 
ally distributed throughout the growing 
season. Increasing the total production 
per acre decreases the cost per unit— 
pound, bushel, ton or pasture day. Re- 
ducing the unit cost of feed reduces 
the cost of livestock and livestock prod- 
ucts. Fortunately, any well-planned 
cropping system places more emphasis 
on these crops that are drought resist- 
ant, or which mature ahead of the sum- 
mer droughts. An adequate selection 


and rotation result in a more even dis- 
tribution of labor and a wider distribu- 


tion and lessening of the hazards of 
farming. 

Farm credit can well be based on 
diversification, which is one of agricul- 
ture’s greatest needs. With one-crop 
farming, neither the farmer nor the 
land is productively employed through- 
out the year. Diversified farming repre- 
sents the best insurance against the 
hazards of farming, including changing 
market demands and price fluctuations. 

In general, farm expenses can be ma- 
terially reduced by a sane and reason- 
able program of producing the farm 
requirements for food and feed. 

Live-at-home programs can well be 
enlarged to include some of our more 
expensive fertilizer ingredients. Nitro- 
gen, which is both important and ex- 
pensive, exists in our atmosphere at 
the rate of over 75 million pounds per 
acre. This can be made available 
through the use of legumes. Experi- 
ments indicate that yields may be 
doubled, or even trebled by plowing 
under legumes grown for fertilizers. 
With farms growing adequate acreage 
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of legumes, the collateral back of farm 
loans is increasing in value. 

As a general rule, the farm loan is 
better safeguarded where the farmer 
makes a practise of growing high qual- 
ity feed, taking into consideration lo- 
cation, type of animals to be fed, and 
market prices of valuable commercial 
feeds. 

An example of improved farm prac- 
tice, which in turn affects farm credit, 
is exemplified in the use of improved 
or certified seed. In the corn section, 
the use of hybrid seed has resulted in 
the elimination of poor stands, and the 
production of a corn that is cold re- 
sistant, as well as disease resistant. As 
a consequence, yields have been in- 
creased from 20 to 40 bushels per acre, 
and the quality has been improved. 


Much can be done by communities 
pulling together for pure, highly de- 
veloped disease resistant seed, and as 
far as possible having all farms in the 
community using a seed of the same 
variety—the best adapted to the local- 
ity. 

Farm credit can properly be condi- 
tioned on reasonable steps being taken 
to conserve soil resources. Every time 
water runs down hill over unprotected 
areas a part of the soil is washed 
away. On too many farms, the fertile 
top soil has been, and is being washed 
away, leaving behind a subsoil which 
is less productive, more difficult and 
costly to till and less retentive of mois- 
ture. 

Denuded or gullied farms are not 
promising markets for farm machinery, 
electricity, or the numerous other in- 
dustrial products needed by the large 
rural population. Credit expansion can 
properly be handled in such a way as 
to help check these serious losses. 

A serious menace to safe farm credit 
is weeds. A farm heavily infested is 
already encumbered. Weeds use plant 
food which is needed by the crops. The 
crop is docked and reduced in price 
and grade if grown on weedy land. 
Weeds cause extra expense in harvest- 
ing and curing crops. Extra freight 
is paid for hauling weed seeds to mar- 
ket, and the product is docked for con- 
taining them. The attempt of control 
instead of complete eradication may 
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perpetuate the mortgage on the farm 
and exact the annual interest indefi- 
nitely. 

Farming is a battle with weeds. 
They compete with crops for moisture, 
food and light. They increase labor 
costs. They harbor and aid in propa- 
gation of insects and fungus diseases. 

Insect losses are tremendous. Before 
obligations are incurred which are 
likely to be seriously affected by the 
ravages of insects, the state college of 
agriculture, or the United States De- 
partment of Agriculture can be con- 
sulted for information leading to an 
appraisal of possible or probable dam- 
age. 

In the field of dairy production, we 
find a big difference in cows. Records 
of dairy herd improvement associations 
show that one good cow is capable of 
producing as much profit for the dairy- 
man as ten to twelve ordinary or poor 
cows. The collateral loan value of 


dairy cows should vary with produc- 
tive capacity. 

A most important factor affecting 
farm credit is evidenced in successful 
business operation of the farm. This 
is revealed in farm accounts including 


inventories, budgets and credit state- 
ments. These benefit farmers in dis- 
closing once each year the status of 
their business and the line of credit to 
which they are entitled. They benefit 
bankers by providing information as 
to whether the farms are going con- 
cerns and giving information that will 
help decide not only if there is ade- 
quate security, but if the loan gives 
promise of profit to the borrower. 

When dealing with the farmer, the 
banker charged with safeguarding his 
depositors’ funds will endeavor to dis- 
cover the reason for insufficient income, 
and if possible help to remove the cause 
before negotiating a farm loan. 

A banker who has been prominent 
in the councils of the A. B: A. says, 
“The banker who renders constructive 
service must acquire a knowledge of 
the fundamentals underlying the busi- 
ness of his customers. He must be 


qualified to advise intelligently as to 
the wisdom of expansion or retrench- 
ment, realizing that a loan is good only 
when its use make a profit for the bor- 
rower, as well as interest for the 
banker.” 

One of the leading projects encour- 
aged or sponsored by the agricultural 
committees of state bankers’ associa- 
tions is 4-H Club work. This is con- 
ducted under the leadership of the ag- 
ricultural extension service of the 
college of agriculture. Bankers, by 
sponsoring young people in club work, 
are building future farmers, scientific- 
ally trained, and what is more, useful 
citizens with high and sound ideals. In- 
cidentally, they are developing future 
bank customers. 

Many of our pressing agricultural 
problems can be solved by better and 
more sympathetic understanding. One 
of the most important contacts that an 
aggressive farmer can make is with the 
banker. While not infallible, the 
banker can be of invaluable aid in 
helping to determine the best financial 
policies or plans to pursue. 


The aggressive rural banker will 
likewise find it hepful to rub elbows 
with the farmer on his farm. Friend- 
ships have also been strengthened by 
the banker attending farmer meetings, 
agricultural tours, 4-H Club demonstra- 
tions, etc. 

This brief discussion can be appro- 
priately terminated with a quotation 
from Eugene Davenport, former Dean 
of the College of Agriculture of the 
University of Illinois, “From every 
point of view, an advancing civilization 
demands an ever advancing agriculture 
to meet the greater needs of more and 
still more people. How in the name of 
all that is miraculous and supernatural 
is society to realize upon its necessities? 
It is a problem of the ages that no 
race has ever solved and yet it is one 
that we must meet, and meet soon if 
we would live, and through its solution 
we shall need to address the best brains 
and the best facilities of which society 
stands possessed.” 
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Clearing ideas with the 
Regional Clearing House 


Nebraska’s first regional ‘clearing house proves the 
value of regular co-operation in exchanging ideas 


By R. I. Stout 


President of the First National Bank, Tekamah, Nebraska 


HE first regional clearing house 

association was formed for many 

purposes. There were too many 
banks making too little money. There 
were too many people borrowing from 
too many banks because there was too 
little dissemination of credit informa- 
tion. There was too little knowledge of 
too many things. Those who pioneered 
this idea, seeing that all these things 
should be corrected, dared to copy from 
ideas that had been successful in cities. 

This first regional clearing house as- 
sociation was originally composed of 
the banks in five counties but the banks 
in three additional counties soon joined. 
They had a central office and cleared 
credit data there. Regular meetings 
were held and pertinent subjects dis- 
cussed, resulting in the adoption of 
service charges in nearly all the mem- 
ber banks when service charges were 
few and far between in country banks. 
A program of education was started 
that never should be completed. While 
the bank mortality in this territory was 
heavy, the First Nebraska Regional 
Clearing House Association still exists 
as an active, practical, and worth while 
organization. 

The success of this first regional 
clearing house association led the off- 
cers of the Nebraska Bankers Associa- 
tion to try to form others throughout 
the state, but this met with indifferent 
success. All those started are still ac- 
tive, but are all located near the First 
Regional which sent out the bankers to 
help get them started. During those 
days when banks were failing every- 
where and every day, these regional 
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clearing house associations continued 
active, and, following the banking holi- 
day, rendered yeoman service in giving 
their members the latest and best in- 
formation on all kinds of banking prac- 
tices, which were discussed until under- 
stood by most of the members. 

Because of the success of the few re- 
gional clearing house associations and 
the need for some better method of get- 
ting pertinent information to more 
banks, two years ago a new drive was 
started to form all of the state into 
regional clearing house associations. 
Thus time key cities, not too far apart, 
were selected and conferences called 
there. There were no territorial limita- 
tions, which I believe is vital in start- 
ing new associations. Each bank se- 
lected that meeting place which was 
most convenient and which most of its 
competitors would attend, although 
some attended three and quite a num- 
ber two conferences. With this in- 
formation it was possible to determine 
how many associations should be 
formed and where they should meet. 
To turn these conferences into regional 
clearing house associations it was only 
necessary to adopt a constitution, which 
is uniform throughout the state. 

In most cases the clearing house ex- 
amination feature should be forgotten. 
For various reasons the demand for this 
is not great enough to warrant its use. 
But unless banks are willing to jeal- 
ously guard the issuance of new char- 
ters, and insist that politics be kept out 
of banking departments, and that ex- 
aminers be permanent and not cat’s 
paws of the politicians, the necessity for 
examinations will return. 

Personally I believe that the need of 


411 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


a central office with special workers and 
a credit file has vanished. The same 
result may be obtained if every bank 
will give a list of the names of all its 
borrowers to every other bank with 
whom there is any chance of its having 
a duplication. Where duplication is 
found, take up the matter direct and 
settle the matter as good bankers 
should. If you can’t do that, call in 
the executive committee, as that is what 
it is for. 

These clearing house are primarily 
for the clearance not of checks but of 
ideas, so at each meeting there should 
be some interesting and timely subject 
presented for discussion. You will 
find that one subject for discussion is 
enough at each meeting. The topic 
should be covered thoroughly and 
every one should be permitted to dis- 
cuss it until all are satisfied. I can 
promise you that you will be surprised 
and astonished by some of the remarks 
you will hear. No ideas should be 
rushed or forced through, if the group 
is not ready for new ideas. They won't 
work if adopted. A lot of patience is 
sometimes required on the part of the 
intelligent progressive banker who 
knows that legitimate charges are as 
much a part of modern banking as the 
handling of deposits, but who also 
realizes that these charges must be 
uniform and must be based upon some 
analysis that makes them defensible 
against all attacks. And they will be 
attacked, as already evidenced by a bill 


New York City 


introduced in the last Minnesota legis- 
lature to abolish service charges. 


The First Nebraska Regional Clear- 
ing House Association is now ten years 
old. Its career has been on the whole 
successful. I am sure that none of its 
active members would call it a failure. 
Yet there is much to be done. I would 
call it a success because its members 
trust and understand one another, are 
willing and do discuss credit informa- 
tion without fear of its being misused, 
are posted on progressive banking ideas, 
and, as a general proposition, have 
adopted these same ideas. 

I am convinced that there is no group 
of men in this country who, in charac- 
ter, ability, unselfishness and progres- 
siveness, can be compared to the bank- 
ers. Yet there are still too many bank- 
ers who are not taking advantage of 
their opportunities to make their banks 
better by making their earnings greater. 
There are still some bankers that are 
not interested in advanced ideas but 
prefer, like the Chinese, to do as did 
their fathers. These bankers will not 
be with us long, for death, either for 
themselves or their banks, will remove 
them from the picture. 

There is no panacea to good banking, 
there is no royal road to -profits, there 
is no guardian angel to educate our 
customers, but the nearest thing to an 
answer to the banker‘s prayer that I 
have found is the regional clearing 
house association. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


RAIL REORGANIZATION AND RECOVERY 


By HERBERT SPERO 


HE railway situation at the present 

time most certainly calls for dras- 

tic action and an abandonment of 
the make-shift policy thus far pursued, 
based all too much upon pious hopes 
and hardly on a realistic appraisal of 
the actual problems. The earnings of 
Class I carriers for the first two months 
of 1938 show a net operating return of 
only $4,783,395; as a matter of fact in 
the month of February there was no 
net income but a deficit of $2,136,481. 
Sixty-nine Class I roads did not cover 
their expenses and taxes; of these, 
thirty-one were located in the Western 
District, twenty-eight in the Eastern 
District, while ten were situated in the 
Southern District. The record this far 
is even more serious than in the first 
two months of 1933 when the roads at 
least showed a net operating income of 
close to $25,000,000. 


Suggested Remedies 


Various proposals have been ad- 
vanced for bettering the financial posi- 
tion of the railroads. Both railroad 
management and labor have suggested 
that the Federal Government tempo- 
rarily subsidize the roads in order to 
keep labor at work. J. J. Pelley, presi- 
dent of the Association of American 
Railroads, has urged rate increases 
wherever practicable, a reduction in 
wages, and an extension of Reconstruc- 
tion Finance Corporation loans without 
the usual Interstate Commerce Commis- 
sion limitations and restrictions. How- 
ever, George M. Harrison, president of 
the Brotherhood of Railway Clerks, be- 
lieves that the fundamental difficulty 
is the low level of traffic and a lack of 
credit; he holds that “this problem 
could be effectively solved by the Fed- 


eral Government guaranteeing to the 
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railroads for a period of three years a 
certain amount of net railway operat- 
ing income based on some fair test. 

. -”’ He advised the: President that 
the railway unions would strongly op- 
pose a wage reduction. The three man 


The author is connected with 
the Department of Economics, 
College of the City of New York. 
He is also an instructor in In- 
vestments and Economics at the 
Elizabeth (N. J.) Chapter of the 
American Institute of Banking. 


committee composed of Chairman 
Splawn and Commissioners Eastman 
and Mahaffie of the Interstate Commerce 
Commission, appointed to draw up 
recommendations designed to deal effec- 
tively with the immediate pressing 
financial problems of the carriers, sub- 
mitted both an emergency as well as a 
long term program. President Roose- 
velt’s message to Congress, delivered 
in the early part of April, summarized 
their emergency recommendations as 
follows: 


1. That approximately $300,000,000 be 
made available from government funds for 
the purchase of railroad equipment, the 
equipment to be the security for the ad- 
vance. 

2. That for twelve months the Recon- 
struction Finance Corporation be em- 
powered to make loans without certification 
by the Interstate Commerce Commission 
that the railroad can meet its fixed charges. 

3. That other forms of government 
credit be considered from the point of view 
of public policy. 

4. That government traffic pay the full 
rate by eliminating land grant reductions. 

5. That the Commission does not feel 
justified in expressing an opinion for or 
against reduction of railroad wages. 
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6. That reorganization procedure under 
Section 77 of the Bankruptcy Act receive 
the attention of the Congress, and they 
suggest consideration of the establishment 
of a single court in charge of reorganiza- 
tion. 


The long term program envisages for 
the most part the creation of a Federal 
transportation authority to effect action 
which will promote consolidation and 
codrdination, as well as eliminate waste. 
Furthermore, it is believed that the 
Interstate Commerce Commission’s au- 
thority should be broadened so as to 
facilitate a pooling of earnings, traffic 
and the approval of unification. 


President Roosevelt has also sub- 
mitted for Congressional consideration 
the proposal of Commissioner Carl 
Miller calling for the incorporation of 
the nation’s railroads into a single sys- 
tem under private ownership and op- 
eration. It should be emphasized at 
this point that this article will not deal 
with the long range objectives as con- 
solidations and pooling, but will merely 
concern itself with the immediate vex- 
ing problem of piloting the carriers 
through present troubled financial 
waters. 


Weakness of Suggested Remedies 


All these recommendations do not 
seem to strike at the heart of the prob- 
lem—namely, that railroad financial 
structures and management must be so 
organized at all times as to cope suc- 
cessfully with the problems growing out 
of the depression phase of the business 
cycle. The granting of a subsidy as 
suggested by management and labor, 
or the proposal of the Special Presi- 
dential Committee to extend Reconstruc- 
tion Finance Corporation loans without 
certification by the Commission that 
the borrowing carrier can meet its fixed 
charges, will only result in a postpone- 
ment of inevitable reorganization; it 
merely involves a superficial treatment 
of the basic transportation ills. Such 
a loan policy will necessitate more 
drastic action at a later date, due to the 
increased debt it would impose on 
capital structures already top heavy 
with pressing obligations; moreover 
financial aid in the form of a subsidy 
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or loans will only throw the Federal 
budget further out of balance and so 
aggravate the general lack of business 
confidence in the country. We may dis- 
miss the Miller suggestion, of course, 
as of no value in dealing with the im- 
mediate problem—for unified consolida- 
tion would be a long-winded process at 
best. 

When the Reconstruction Finance 
Corporation was first organized in the 
early part of 1932, it was the general 
attitude of governmental officials, rail- 
road officials, and bankers, that the res- 
cue agency would revive business con- 
fidence and so lead the way to a general 
economic pick-up. The thought was 
expressed that comparatively few loans 
would be granted or required of the 
Finance Corporation. However, by the 
time the Emergency Railroad Trans- 
portation Act of 1933 was being con- 
sidered in Washington, a marked 
change of attitude had taken place and 
it was felt that government funds should 
not be loaned to those. roads “in need 
of financial reorganization in the pub- 
lic interest.” Yet, notwithstanding the 
realization even in 1933, that many car- 
riers required a readjustment of their 
capital structures, recommendations 
have now come from both governmental 
and private organizations that emer- 
gency financial aid be extended on the 
same basis as in the first year and a 
half of the Finance Corporation’s exist- 
ence. Again the attitude is apparently 
taken that the embarrassment of ‘the 
roads is a temporary matter which can 
be overcome merely by a further pump- 
ing of governmental funds into railroad 
capital set-ups which cannot survive 
periods of sharply reduced earnings on 
their own—periods which are character- 
istic of our economic organization and 
which can only be met successfully by 
a proper financial policy cognizant of 
the fluctuating income of our type of 
society in its passage from prosperity 
to depression. Of course, long range 
programs have also been suggested but 
we must remember that all too fre- 
quently in the past innumerable ob- 
stacles have successfully thwarted the 
achievement of the desirable long range 
objectives. 
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Unsound Emergency Loans 


Furthermore, encouragement of this 
superficial analysis of railroad ills may 
lead, as in the past, to some unjustified 
Finance Corporation loans. An exami- 
nation of a few cases will clearly show 
the mistakes that have been made in 
recent years in the granting of financial 
assistance to applicant carriers. For 
example, the Commission approved the 
Finance Corporation loan to the New 
York, New Haven and Hartford Rail- 
road of almost $8,000,000, although it 
had the facts available as the result of 
its financial investigation of the years 
1913-14 (27 I. C. C. 560, 31 I. C. C. 
32) that the capitalization of the road 
had increased by $324,000,000 during 
the period 1903-13 to a figure of $417,- 
000,000; and that the New Haven had 
used only about $120,000,000 of this 
additional sum for railroad property 
investment with the remaining $204,- 
000,000 invested in non-carrier organ- 
izations. In all, control was obtained 
thus over 336 subsidiary corporations. 
The Interstate Commerce Commission 
had concluded from this study that ex- 
isting Federal and state laws had been 
given little consideration by the New 


Haven, while the prices paid for the 
properties were held to be extravagant 


in some cases. Hence the Department 
of Justice was able to secure a consent 
decree from the courts in October, 1914, 
stipulating that stock holdings in vari- 
ous affiliates were to be transferred to 
trustees who were to attempt their sale. 
However, unfortunately, the New Haven 
was able to have the decree so modified 
as to practically set it aside by 1925. 
The Commission’s investigation of the 
financial position of the New Haven in 
1937 pointed out 


... that the income derived by the New 
Haven from its ordinary operations has 
been absorbed to a very large extent by 
charges resulting from the company’s out- 
side investments, and it appears clear that 
the company’s present financial difficulties 
might have been avoided if it had confined 
itself to legitimate railroad operations. This 
is supported by the statistical data in- 
cluded in the company’s annual report 
which shows that, under any of the statisti- 
cal standards usually employed, the New 
Haven’s railroad operations during the con- 
sidered period produced very favorable re- 
sults, 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 


New Yorr 630 Fifth Ave. CIrcle 6-1416 
International Bldg., Rockefeller Center 
Brooxktyn....1 DeKalb Ave. TRiangle 5-2123 
BALTIMORE Baltimore Life Building 
140 Newbury Street 

30 North Michigan Avenue 
Leader Building 

David Whitney Building 
226 S. 15th Street 

Grant Building 

1115 Connecticut Avenue 


PITTSBURGH 
WASHINGTON 


All of this was known to the regula- 
tory authorities as far back as 1914 as 
may be noted from the following state- 
ment of the Commission taken from its 
1913 investigation of the carrier. 


In conclusion this Commission desires to 
call attention to one lesson from this in- 
vestigation of national application. 

No student of the railroad problem can 
doubt that a most prolific source of finan- 
cial disaster and complication to railroads 
in the past has been the desire and ability 
of railroad managers to engage in enter- 
prises outside the legitimate operation of 
their railroads, especially by the acquisition 
of other railroads and their securities. The 
evil which results, first, to the investing 
public, and finally to the general public 
cannot be corrected after the transaction 
has taken place; it can be easily and effec- 
tively prohibited. (27 I. C. C. 616.) 


Notwithstanding its knowledge of this 
situation emergency financial assist- 
ance was approved and granted to this 
road in 1932 and again in 1934 to en- 
able it in large part to pay off interest 
charges, guarantees on separately op- 
erated properties, leased line rentals, 
and equipment trust installments. 
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Loans totalling some $23,134,800 
were granted to the Missouri Pacific 
during the years 1932 and 1933, over 
half of which were devoted to cover 
the maturing interest and principal ob- 
ligations, while another $5,580,000 was 
used to pay off 50 per cent. of a bank 
loan. Herein the Finance Corporation 
was extending credit to a carrier whose 
capital structure was composed largely 
of fixed interest obligations. The un- 
balanced financial set-up and its harm- 
ful effects were well described by the 
Reconstruction Finance Corporation in 
its analysis of the road as follows: 


One decided detriment to a_ balanced 
growth has arisen from the railroads in- 
ability for many years to produce net earn- 
ings sufficient to permit the payment of 
dividends on capital stock. This necessi- 
tated the funding of improvements and ac- 
quisition through the sale of bonds, and, 
working back upon itself, the resultant 
constant rise in fixed charges has rendered 
more and more impossible the financing of 
capital investments through the sale of ad- 
ditional stock. The railroad’s financing 
seems to have been handled more success- 
fully prior to 1909, than since. (Reconstruc- 
tion Finance Corporation, Railroad Divi- 
sion, Report on the Missouri Pacific 
Railroad System including the Texas and 
Pacific Railway Company, October, 1935, 
Vok 1, pp. V; VE.) 


Even during the boom days of the 
1920’s until the closing years of the 
third decade no dividends were paid on 
either the preferred or common stock. 
An initial quarterly dividend of $1.25 
on the preferred stock was declared for 
the closing quarter of 1928 and regu- 
larly quarterly payments of that amount 
had been paid up to and including Oc- 
tober 1, 1931. No preferred dividends 
were paid subsequent thereto. The pre- 
ferred stock had become cumulative 
July 1, 1918, and in both December, 
1928, and December, 1929, $1.50 was 
paid on the score of the accumulations. 

Under such circumstances it should 
have been obvious that emergency 
financing primarily for the purpose of 
meeting debts arising from an unsound 
financial position of the MOP only 
meant sending good money after bad, 
and so merely postponing the inevitable 
reorganization. 

The point made by Commissioner 
Mehaffie in his dissenting opinion of 
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October, 1932, holding that an advance 
of $338,000 to the Chicago & Eastern 
Illinois was unjustified, may well be 
emphasized at present when a new pro- 
gram of Finance Corporation lending is 
being seriously contemplated: 


In view of the failure of the applicant 
by such large amount to earn its interest 
since 1929, it seems clear that attempts to 
support it by further borrowing are futile 
and only postpone the time when a re- 
organization and scaling of fixed charges 
will be essential. Nor am I convinced that 
the temporary prevention of a default is 
a good basis for approving the lending of 
government funds. Unless we are convinced 
the carrier has at least a reasonable chance 
to come back we should not approve the 
loalk . .. 


I realize the difficulty of effecting a vol- 
untary scaling of charges. Usually conflict- 
ing claims of various classes of security 
holders complicate the situation. In this 
instance the financial structure is simple. 
The holders of the junior securities ought 
to be able to see that the conversion of 
fixed interest into income obligations would 
be advantageous to them. They would then 
get whatever the property earns applicable 
to their bonds. Otherwise, the costs of re- 
ceivership and reorganization are likely to 
absorb a great deal of what might have 
gone to them. (187 I. C. C. 725, 726.) 


Drastic Reorganization Essential for 
Prosperity 


In order to revive general business 
and put the railroads on a paying basis 
fundamental capital reorganization of 
carriers in financial difficulties is vital. 
The extension of loans to meet fixed 
charges only postpones the inevitable, 
aggravates the debt load, and fails to 
eliminate the root of the trouble—in- 
ability to pay fixed charges in a period 
of depressed income. Furthermore, the 
maintenance of the heavy interest 
charges makes impossible the revival of 
railroad credit, and consequently re- 
duces the level of business activity, for 
the roads are important consumers of 
the goods produced by our key indus- 
tries as steel and coal. The stimulus 
which would be afforded to the entire 
economy by a heavy volume of equip- 
ment orders may of itself provide the 
essential foundation for a prolonged 
period of prosperity. It is estimated 
that deferred expenditures for locomo- 
tives, freight cars, and machine tools 


alone total $3,000,000,000. 
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What about the possible repercus- 
sions of a host of railroad insolvencies 
on the banking, insurance, and fiduciary 
institutions of the country? If the 
losses resulting therefrom impaired 
their soundness they could be bulwarked 
by Reconstruction Finance Corporation 
loans or the purchase by the emergency 
institution of capital stock. Thus a 
financial panic would be prevented 
while the unsound railroad capital 
structure would be liquidated and so 


railroad credit restored, once more en- 
abling large purchases of equipment to 
be properly financed through private 
channels and thereby stimulating the 
key industries. However, the reorgan- 
izations and the new set-ups must be 
such as to withstand the pressure of a 
declining level of income in a depres- 
sion period if similar difficulties such 
as have recently been experienced are 
to be avoided in the future when our 
economy may again be experiencing a 
business downturn. 


RAILROAD CONSOLIDATION OR GOVERNMENT 
OWNERSHIP ? 


By Dr. Ernst WoLrcanc 
N. E. Waldman § Co. 


“Thirty Per Cent. of Railroads in Re- 
ceivership,” “February Operating Expenses 
Exceed Earnings,” “Railroads Plan Wage 
Reductions for 1,000,000 Employes,” “Presi- 
dent Against Subsidy as a Cure for Railway 
Ills.” 


HESE are typical newspaper head- 
lines. They graphically portray the 


critical situation confronting the 
American railroads. 

On March 8 the rate decision of the 
Interstate Commerce Commission was 
finally made public. Early last Novem- 
ber, after railroad revenues had started 
to decline, rail management petitioned 
the I. C. C. for a 15 per cent. increase 
in freight rates. It took the Commission 
four months to render a decision. Last 
year an analagous English authority, 
the Railway Rates Tribunal, did not 
need more than five weeks to decide a 
similar case. 

The increases granted by the I. C. C. 
are expected to expand railway revenues 
by 5 per cent. on the average. The 
Commission, in attempting to balance 
the interests of both the shippers and 
the railroads, considered the new rates 
suitable for all parties in times of “nor- 
mal” traffic. Unfortunately, current 
traffic volume is very low. Car load- 
ings are running 25 per cent. under a 
year ago. Cash reserves of most of the 
roads are melting away and manage- 
ment is now engaged in curtailing ex- 
penses. Maintenance outlays have al- 
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ready been considerably reduced, 
working hours have been shortened, 
employes have been dismissed and ne- 
gotiations for wage reductions have 
started. 

The decision of the I. C. C. was based 
on “normal” traffic for the “average 
railroad”; but in practice, the average 
railroad is a fictitious conception. 
Thirty per cent. of the nation’s railroad 
mileage is in the hands of receivers or 
trustees and only 28 per cent. is op- 
erated by companies currently able to 
earn interest and dividends. Forty-two 
per cent. of the entire railroad mileage 
belongs to the so-called “borderline” 
group, which has earned only part of 
its fixed charges in the past few months. 
Some of these “borderline” carriers re- 
cently borrowed money from the Re- 
consrtuction Finance Corporation in 
order to meet their financial obliga- 
tions; and when the petition for assist- 
ance to the R. F. C. was refused, as in 
the case of the Erie Railroad, receiver- 
ship could no longer be avoided. 

The Reconstruction Finance Corpora- 
tion, in many prior instances, found 
that its assistance helped the borrowing 
companies only temporarily and did not 
preclude the necessity of far-reaching 
reorganizations. The Splawn-Eastman- 
Mehaffie Committee, appointed by the 
President to suggest a solution to the 
carrier problem, recommended the ex- 
tension of a liberal lending policy for 
417 





the next twelve months. 
cedure, new bankruptcies could be 
avoided. In the long run, however, it 
can only mean regrettable delay of the 
reorganizations necessary for many of 
the “sick” railroads. Besides, it is recog- 
nized that R. F. C. loans are a lesser 
evil than the Federal guarantee of fixed 
charges proposed by many. 

Some members of Congress are 
strictly opposed to any but self-liqui- 
dating and adequately secured rail 
loans. Senator Wheeler, chairman of 
the Senate Committee on Interstate 
Commerce, has stated on numerous oc- 
casions that those carriers unable to 
meet their obligations should be put 
through the “wringer.” Unfortunately, 
the “wringers” in use now are unwork- 
able instruments. 


In the days of good old “equity re- 
ceivership,”’ the reorganization of a 
railroad was difficult enough; neverthe- 
less, it could be accomplished in a few 
years. The Federal Bankruptcy Act has 
been enriched by the voluminous Sec- 
tion 77 (Railroad Reorganization Act), 
originally enacted in 1933, but amended 
in 1935. While intended to make the 
process of reorganization easier, fairer, 
and quicker, the effect of the statute has 
been just the opposite. The procedure 
to be followed is so complex, and the 
jurisdiction of the court and the I. C. C. 
so unfortunately divided, that the vari- 
ous groups of stockholders and creditors 
are helplessly driven from the court to 
the Commission and from the Commis- 
sion to the court. Of all the railroads 
in Section 77, only two small and un- 
important lines have been reorganized. 
All other cases are pending. 


By this pro- 


Section 77 works like a mouse-trap. 
The railroads, once in reorganization, 
encounter the greatest difficulty in find- 
ing their way out of the complex 
mechanism of the law. Some roads even 
seem to desire continued protection by 
the courts. 

This condition, of course, is highly 
unsatisfactory. While the Splawn Com- 
mittee recommended a Special Court for 
Railroad Reorganization, this alone is 
insufficient. The constitutional doubts 
involved in certain parts of Section 77 
must be clarified and the entire pro- 
cedure simplified; the time for hearings 
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and filing briefs must be shortened and 
the essentials of the proceedings trans- 
ferred from the I. C. C. to the courts. 
Some observers contend that, by this 
process, reorganization would become 
“less fair and equitable.” But is it 
more “fair and equitable” to have re- 
organizations pending for five years or 
longer? 

Adjustment of over-capitalization is 
only one phase of the railroad problem. 
Another is the reéstablishment of an 
adequate earning basis. The railroads 
must face the fact that, in the last 
fifteen years, 20 per cent. of their traf- 
fic has been lost to other modes of 
transportation: buses, trucks, water- 
ways, pipelines, etc. A large propor- 
tion of the freight and passenger traf- 
fic has become highly competitive and 
in‘ many cases the application of rate 
increases may do more harm than good. 
Railroads have a reserved monopoly for 
certain types of gods, but consumers’ 
interests require that the freight rates 
for these products remain moderate. 
Dismissal of employes and reduction of 
wages may offer temporary relief; but 
real improvement can only be realized 
from a sweeping consolidation and co- 
ordination of the whole railroad system. 
Duplicate facilities must be eliminated, 
terminals combined and wasteful com- 
petition abolished. In this way, many 
millions could be saved annually. 


Railroad consolidation has often been 
discussed in the past. Whenever the 
plight of the railroads has turned from 
bad to worse, the public’s attention was 
focused on the consolidation problem. 
Bills were introduced into Congress, 
discussed and changed many times. 
When the law was eventually passed, 
consolidation was hedged by so many 
clauses that no practical progress could 
be expected. 

The Transportation Act of 1920 pro- 
vided for the preparation of a consoli- 
dation plan by the I. C. C. This was 
done by the Commission with the great- 
est reluctance and took not less than 
nine years. The plan, based on the 
amalgamation of the American rail- 
roads into twenty-one systems, was never 
realized. The Emergency Act of 1933 
stipulated that a Federal Codrdinator 
of Transportation be appointed. Joseph 
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B. Eastman was set up in that position. 
He made many valuable recommenda- 
tions. However none of them were 
adopted and it is only recently that the 
shelved reports were being reconsid- 
ered as a suitable basis for new railroad 
legislation. The main obstacles to the 
progress of reorganization have been 
the fetish for maintenance of competi- 
tive systems, the opposition of com- 
muters to abandonment of lines, the 
resistance of employes against dismissals 
as well as the complex capital struc- 
ture of the individual railroad systems. 

Of the various impediments to finan- 
cial prosperity, the labor question is 
the most serious. Traffic reduction and 
technical improvements have been re- 
sponsible for a 50 per cent. reduction 
in the number of railroad employes in 
the last twelve years. It is small won- 
der that those still employed are op- 
posed to consolidation measures which, 
if executed on a large scale, would in- 
volve the dismissal of some 200,000 
people. As a practicable solution, the 
payment of “codrdination allowances” 
might be accepted. These allowances 
could either be based on the agreement, 


reached between labor and management 
of the railroads in May, 1936, or spe- 
cial pensions could be provided for in 


the Railroad Retirement Act. The fact 
that “coordination allowances” will ab- 
sorb a good deal of the savings to be 
made in the course of the consolidation 
must be borne, as they were in England 
in the Twenties. 


England’s transportation policy has 
often been compared with that of the 
United States. Such comparison, how- 
ever, reveals the superiority of the for- 
mer’s procedure. When the roads were 
returned to their owners by the British 
Government after the World War, 119 
railway companies: existed. The Brit- 
ish Railway Act of 1921 “expected” a 
voluntary amalgamation into four 
groups “within a reasonable time to be 
specified.” All details had to be set- 
tled before a special court. After sev- 
eral years the amalgamations were con- 
cluded voluntarily. 

The American railroad system is 
quite different from the British. The 
total mileage of English roads is 22,000, 
while that of the United States is 240,- 
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000. The number of railway companies 
operating in the United States is as 
high as 850, but only 141 of them are 
of major importance; and twenty sys- 
tems, some of them larger than the en- 
tire English mileage, control 70 per 
cent. of the American railroad industry. 
In spite of geographical differences and 
contrasts in capital structure, no major 
obstacle exsits which prevents the 
United States from following English 
practice. 


Such a solution, based on voluntary 
codperation of the railroads, seems to 
be the aim of the President, who con- 
spicuously avoided making any specific 
recommendations in his special message 
to Congress on April 11. Opinions dif- 
fer as to how many systems would be 
the “optimum” for the American ‘rail- 
roads in case of a sweeping consolida- 
tion. The President apparently favors 
the establishment of not more than seven 
units, which would correspend to the 
recommendations of the Prince plan. 
On the other hand, the railroad man- 
agements believe that, because of the 
large geographical area served, even 
twelve systems would be insufficient. 


In the past the American railroad 
policy has lacked not only foresight, 
but also leadership. The I. C. C., es- 
tablished fifty years ago to regulate 
transportation, has never claimed that 
leadership. Reliable but cumbersome, 
exact but slow, it has striven hard to 
be a faithful servant to its master— 
Congress; but Congress, as far as trans- 
portation policy is concerned, needs 
inspiration and leadership itself. In 
1933, Governor Alfred E. Smith sug- 
gested the appointment of a Secretary 
of Transportation. Congress did not 
go so far, but appointed only a Co- 
ordinator of Transportation for a period 
of not more than three years. Now, 
more than ever, the appointment of an 
able and experienced Secretary of Trans- 
portation seems necessary. The Splawn 
Committee proposed the establishment 
of a special transportation board for 
not more than two years. Such a body 
would be similar to that of a Federal 
Coérdinator of Transportation; and as 
experience has proved, such an author- 
ity does not meet the real necessities 
of the situation. 
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Another problem may arise in the 
future and require thorough considera- 
tion: the question of Government owner- 
ship. For people acquainted with the 


history of the American railroads, this © 


problem is by no means new. During 
the war, the American Government op- 
erated the railroads for two years. Its 
experiences were not encouraging. Be- 
fore private ownership was restored, 
railroad labor sponsored the “Plumb 
Plan.” It provided for the purchase 
of the carriers by the Government and 
for the lease of the whole railroad sys- 
tem to a new corporation, the latter 
to be mainly controlled by railroad em- 
ployes. The plan met with general op- 
position and was laid aside at aimost 
the same time the British Parliament 
rejected the idea of railroad national- 
ization. The Federal Coérdinator of 
Transportation, in his report to Con- 
gress on January 20, 1934, revealed 
himself as an adherent of Government 
ownership and operation though he did 
not consider the time mature for any 
“grand” consolidation plan. Mr. East- 
man still clings to this same idea, which 
is shared by several other members of 
the I. C. C. It is also interesting to 
note that in 1935 Senator Wheeler pro- 
posed a bill providing for an exchange 
of all railroad securities into Govern- 
ment bonds; but he did not find much 
support for this measure. 


It is typical of a situation like the 
present that many plans advocating 
Government ownership have been spon- 
sored. Usually the word “ownership” 
is replaced by “subsidy”; but such sub- 
sidies would be only a prelude to Gov- 
ernment ownership. Subsidies, once in- 
troduced, cannot be stopped and lead 
to a more and more insoluble entangle- 
ment of subsidor and subsidee. One 
current plan provides for the establish- 
ment of a Federal Railroad Equipment 
Corporation, which would lease equip- 
ment to the weaker railroads against 
payment of rentals. This plan, de- 
scribed as “self-liquidating and eco- 
nomically based” would involve a con- 
siderable risk for the Government, and 
eventually may lead to the same re- 
sult as the allowance of subsidies. 


The plans recommending the na- 
tionalization of the American railroads 


have the preference of being both 
frank and direct. Usually the estab- 
lishment of an independent Federal 
Railroad Authority, operating and own- 
ing the American railroads, is proposed. 
In this case the new authority or cor- 
poration would have to compensate 
either the railroads or the individual 
bond and shareholders with its own se- 
curities. It is conceivable that the Fed- 
eral Railroad Authority would issue 
bonds as well as preferred stock. The 
bonds would have to be guaranteed by 
the Government, but dividends on the 
preferred stock would only be paid, if 
and when earned. 

A type of national railroad corpora- 
tion working on a commercial basis has 
been set up by many countries such as 
Germany, Belgium, Canada and only 
recently France. In numerous other 
countries, the railroads are owned and 
operated by the Government itself. Al- 
together 80 per cent. of the railroad 
mileage outside the United States is 
controlled directly or indirectly by the 
various governments. 

A strong objection to Government 
ownership is the experience of foreign 
state-controlled railroads which incur 
huge deficits. The Canadian National 
Railway furnishes a practical example. 
Generally, government owned railroads 
become entangled in politics; sooner 
or later pressure to fix absurdly low 
tariff rates prevails and steps are taken 
to increase the number of employes and 
to make unreasonable wage concessions. 
This danger is somewhat diminished, 
but not wholly eliminated, if the rail- 
roads are operated by an “independent” 
national railroad corporation and not 
by the Government itself. 


Opponents of Government ownership 
contend that in the United States rail- 
roads owned and operated by the Gov- 
ernment would be used as a political 
football. Such danger is real but might 
be avoided by adopting certain precau- 
tions. For example the owners of the 
Federal Railroad Authority preferred 
shares might be given a strong repre- 
sentation on the managing board. Even 
in such event, however, the United 
States would assume a high degree of 
responsibility. One might argue, that 
the debts of the Federal Railroad Au- 
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thority are not direct Government ob- 
ligations; but inasmuch as the Govern- 
ment has to guarantee this debt, it would 
be responsible for any future deficit. 
Such a burden may become very heavy, 
as the example of Canada proves. 

For the time being, American public 
opinion still is strongly opposed to the 
principle of Government ownership. 
The President himself considers it only 
as a “last resort.” But the same atti- 
tude prevailed in some European coun- 
tries a few years before nationalization 
of railroads took place, and in this re- 
spect French railroad policy provides 
an excellent example. France had to 
decide whether the earning power of 
the railroads was to be restored under 
private or Government ownership. Pub- 
lic opinion was against Government 
ownership but it was also opposed to 
restoring some of the liberties, pre- 
viously taken away from the roads. 
Eventually Government ownership was 
instituted because it had become in- 
evitable. . 

America will come to the same cross- 
road soon. Perhaps efficient consolida- 
tion measures may save the railroads 
from Government ownership for a num- 
ber of years. In the long run, private 
ownership can only be maintained if 
the railroads obtain more freedom in 
the elimination of competition, aban- 
donment of lines, regulation of traffic 
and fixing tariff rates. Since the ma- 
jority of the American people are ob- 
viously opposed to a more liberal rail- 
road policy, but approve of strict and 
increasing supervision, Government 
ownership may provide the path of least 
resistance. If Government ownership 
is bound to come, we should be realistic 
about the situation and attempt to make 
the transition easier. 


© 
PEGGED BOND PRICES 


It would be misleading or a misin- 
terpretation of realities to state that a 
collapse in the price of bonds of any 
government can always be prevented 
if the government purchases them 
to peg the market. No quotation, which 
is not respected as a real market value, 
is worth recording —C. F. Childs & 
Company. 
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A COUNTRY BANKER’S CODE OF 
ETHICS 


Tue following pertinent observations 
were made by H. E. Woods, assistant 
cashier of the First National Bank, Elk- 
hart, Kansas, in a recent issue of the 
Kansas Banker. 


To Mr. Country Banker: 


I observe the following, after having been 
raised by one of you, and for the past ten 
years, having received my livelihood as one 
of you: 

1. You are probably reasonably success- 
ful or you wouldn’t be where you are, but 
you are not a “Big Shot” for the same rea- 
son. 

2. Honesty has no degrees—you are either 
honest or dishonest. 

3. Your advice is valuable only when 
solicited; and when you have sound reason- 
ing to believe it correct. 

4, A customer’s or community’s affairs 
become your affairs only when they may 
affect the management of your bank. Your 
position does not give you a permit to nose 
into other people’s business. 

5. To betray a confidence is no better 
than to steal. 

6. Profits are important but always sec- 
ondary—the man who leaves a dollar in 
your care comes first. 

7. If you boast that you never make a 
mistake you’re probably a liar. If not a 
liar, you're certainly not a banker. 

8. If you shun new methods and better 
ways of doing things, it’s only yourself 
and your bank that will suffer. 

9. You were probably an employe once 
—don’t ever lose their viewpoint. 

10. In your business, intelligence is es- 
sential. Honest mistakes of judgment are 
forgiveable within reason but ignorance 
definitely has no place. 

11. 'To be content, whether the grade be 
up or down, is humanly wrong. 

12. You are not doing a man a favor 
when you loan him money and charge him 
interest for the use of it. It’s strictly 
business—the kind of business that pays 
your salary and dividends. If the loan 
results in a loss then it may be classed as 
a distinct favor to the borrower; but re- 
member that every loan is good when it 
is made. 

13. Remember that your attitude and 
policies are very largely the bank’s. Per- 
sonal grudges are bad enough for yourself 
without bringing them into your stockhold- 
ers’ business. 

14, It’s much better to have your towns- 
people point at your boy and say: “That 
is Bill Smith’s kid,” instead of “Oh, he’s 
the banker’s son.” 

15. Aside from your family, your bank 
is the most important thing in the world. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


The General Situation 


ANOTHER change has taken place in the 
French cabinet, indicating a disintegra- 
tion in the Popular Front and a move 
toward the right; but the country’s per- 
plexed economic situation remains. The 
war in Spain is apparently moving to- 
ward the triumph of the revolutionary 
forces, while “the Chinese incident,” as 
the Japanese call it, seems to be de- 
veloping into a large-scale war likely 
to last for some time. Mexico is ex- 
periencing a reversal of her favorable 
economic situation, the change having 
come about as the result of the Mexican 
Government’s expropriation of oil prop- 
erties belonging to interests in the 
United States, Great Britain and The 
Netherlands. 


Great Britain 


As indicating a declining tendency in 
business activity, the falling off of new 
orders for industrial products is re- 
garded as significant. This falling off 
is encountered both in the export de- 
mand and in domestic investment. 
While the trend of business is down- 
ward, the actual decline thus far is 
slight. Although the number of in- 
sured persons at work has of late shown 
an increase, the number of the unem- 
ployed is greater than it was a year 


ago. The building and constructive in- 
dustries generally still continue active. 

Referring to the balance of payments, 
the Westminster Bank Review says that 
some estimates of the adverse balance 
would be as high as £80 million for 
1937, but according to Board of Trade 
figures, it is now estimated at only £52 
million, compared with £18 million in 
1936 and a favorable balance of £32 
million in 1935. 


~~ 


The adverse balance of trade for the 
first two months of this year was £14 
million above that for the correspond- 
ing period of 1937. 

Industrial activity in the United 
Kingdom for 1937 was 6.8 per cent. 
greater than for 1936, the comparison 
being made with 1930 as the base year, 
100. According to Industrial Britain, 
“In a general way it has been a fact 
that in each year since 1936 the United 
Kingdom’s industrial activity has re- 
ceded less or advanced more than that 
of any other important industrial coun- 
try, always excepting Japan.” 


~~ 


Discussing the question, “Is It a 
Slump?” the Monthly Review of the 
Midland Bank, says that this question 
is “whether we have entered upon a 
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definite and serious downward turn, or 
whether we are experiencing a minor 
sagging of the high level of activity 
attained last year.” After considering 
the various factors involved, the con- 
clusion is reached that “it seems doubt- 
ful, to say the least, whether we have 
entered upon a heavy, cumulative slump 
in business; and if we were to form an 
opinion hopefully instead -of with a 
bias to caution, it would be to the effect 
that the downward turn had spent its 
force, and that a rather more buoyant 
condition might be expected in the 
course of this year.” 


France 


AcaIn the French cabinet has under- 
gone a change, marking a recession in 
the leadership of the Popular Front, 
and a turn toward a more conservative 
policy. Evidently as a protest against 
this reversal, serious strikes were in- 
augurated in many parts of the country. 
France’s difficulties at the moment are 
of a three-fold character—political, in- 
dustrial and financial. The growing 
power of Germany and Italy is a source 
of political worry, while the continued 
strikes have made the industrial situa- 
tion difficult. The financial problem is, 
perhaps, the most serious element in 
the situation. Added to this is the fact 
that production has slackened, and liv- 
ing costs are rising. 


Italy 


AN arrangement looking to less conflict- 
ing relations between this country and 
Great Britain constitutes an important 
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event in the political affairs of Europe, 
for the divergent interests between these 
two countries have been, in recent 
months, a decidedly disturbing influ- 
ence. Industrial production and busi- 
ness generally continue active, but the 
deficit on foreign trade not only per- 
sists but grows. Italy has made some 
regulations regarding the investment 
and withdrawal of foreign capital far 
more liberal than those existing in some 
other European countries. 


Finland 


OnE of the wisest maxims of finance 
is this, that as occasion offers, buy your 
own obligations. This policy has been 
acted on by Finland, which has been 
acquiring its foreign indebtedness. 
While at the end of 1931 the country’s 
internal debt amounted to only 7 per 
cent. of the total, by the end of 1937 
this percentage had increased to 66. 
Besides, during this period the national 
debt as a whole was reduced by fully 
one-third. Last year, although the bal- 
ance of trade produced only a small 
surplus, the foreign debt was reduced 
by 1.300 million marks. With the be- 
ginning of the present year, while both 
imports and export trade continued ac- 
tive, the tendency was toward a greater 
rise in imports than in exports. 


China 


Says The Chinese Economic and Statis- 
tical Review: 

“As the result of the present hos- 
tilities, most countries doing business 
with China have suffered serious trade 
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CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBHARS 
and more of experience and familiarity with local business conditions have placed our organization in an 


exceptionally favorable position to undertak 


¢ commercial banking, fiduciary and trustee business of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


losses, particularly Japan which used 
to be the largest importer into this 
country. So far as China’s import trade 
is concerned, Japan’s share in January 
this year drastically declined from $15,- 
238,494 to a mere $2,440,585 as com- 
pared with the corresponding month of 
1937. This places Japan eighth in the 
list of major competing countries. The 
United States, with $11,569,560 im- 
ports, takes the lead. While Great 
Britain, Germany and Netherlands India 
all showed declines in the value of their 
trade with China, the trade figures of 
France, Italy and French Indo-China 
registered phenomenal jumps. As a 
consequence, these countries occupy the 
2nd, 4th and 5th places on the list re- 
spectively.” 


Denmark 


RECENT figures show that the balance 
of agricultural exports continues to in- 
crease. Industrial exports are also 
growing. For 1937 the total value of 
these exports gained by 26 per cent. 
as compared with 1936. In the last 
five years these exports have doubled. 
Lately the leading banks have shown a 
moderate decline in deposits and loans. 


Union of South Africa 


As reported by the Monthly Trade Re- 
port of Barclays Bank (D., C. & O.) 
the tendency, which has been in evi- 
dence for some years past, for the Union 
to obtain an increasing proportion of 
its requirements from sources outside 
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the British Commonwealth, has con- 
tinued. The statistics disclose that im- 
ports from British Empire countries, 
although increasing by £5.7 millions in 
1937 as compared with 1936, have de- 
clined from 54.1 per cent. of total im- 
ports to 51.0 per cent. It may be men- 
tioned that in the quinquennial period 
ended 1914 the percentage averaged 
over 70 per cent. 

The United States is again respon- 
sible for a notable increase in exports 
to the Union. 


Turkey 


EFFECTIVE on April 1 last, a bourse 
was opened at Ankara, and at the same 
time the bourse at Istanbul was closed. 


The banks nominated by the Minis- 
try of Finance for the business of buy- 


ing and selling gold, are the Banque 
d’Affaires, the Banque Agricole, the 
Banque de Commerce d’Adapazari, the 
Banque Immobiliére, and the Ottoman 


Bank. 


The Argentine 


Unper date of April 9 the First Na- 
tional Bank of Boston received the fol- 
lowing information from its Buenos 
Aires branch: 

Foreign trade figures for January 
and February were m$n 272,458,000 for 
exports, m$n 269,761,000 for imports 
with a favorable balance of m$n 2,697,- 
000. This is due, of course, almost en- 
tirely to the poor crops, but is aggra- 
vated somewhat by the unwillingness of 
Argentine farmers to let their wheat go 
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at world prices, in spite of Government 
warnings that good crops in the North- 
ern Hemisphere next July will probably 
increase world surpluses. 


Mexico 


EXPROPRIATION of the foreign oil com- 
panies operating in Mexico by the 


INTERNATIONAL 


SVENSKA HANDELSBANKEN.—From the 
profit and loss account for 1937, 
amounting to Kr. 14,325,912.38, there 
was transferred to a special reserve 
fund Kr. 5,500,000, a dividend of 9 per 
cent. to shareholders required Kr. 8,- 
100,000, leaving to be carried forward 
Kr. 725,912.38. This makes the bank’s 
funds consist of capital, Kr. 90,000,000, 
reserve fund, Kr. 45,000,000, and spe- 
cial reserve fund, Kr. 20,000,000. 


Den DanskE LANDMANSBANK.—Opera- 
tions for 1937 were favorable, the divi- 
dend rate being 614 per cent. Out of 
the year’s profits a substantial addition 
was made to the reserve fund, and Kr. 
1,280,943 carried forward. 


BANK OF ScoTLAND.—Net profits for 
the past year amounted to £313,253, to 
which was to be added £255,995 brought 
forward from the previous year. The 
dividend rate was fixed at 12 per cent., 
and £50,000 added to the reserve fund. 
After making other allocations, there 
remained £150,084 to be carried for- 
ward. Including this amount, the re- 
serve fund is now £2,200,084. 


BANK OF JAPAN.—Total receipts for the 
year 1937 were yen 185,204,371,134, 
and payments yen 185,439,373,595, the 
total operations showing an increase of 
yen 44,140,018,852 as compared with 
the preceding year. 


CENTRAL BANK OF INDIA.—The twenty- 
seventh annual meeting of the share- 
holders was held at Bombay, March 24, 
the report to the shareholders showing 
satisfactory progress. During the last 
year several new branches were estab- 
lished. The directors recorded their 
deep sense of loss due to the death of 
the founder and general manager, Sir 
Sorabji N. Pochkhanawala, and also ex- 
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Mexican Government has caused a sharp 
decline in the exchange value of the 
peso, and has otherwise disturbed eco- 
nomic conditions. This move by the 
Mexican authorities has been received 
with apparent acceptance by the United 
States, but sharply challenged by Great 
Britain. 


BANKING NOTES 


pressed appreciation of the valuable 
services he had rendered the bank from 
its inception. The chairman of the 
bank, Phiroze Sethna, has also been ap- 
pointed managing director. 


NaTIONAL BANK oF Ecypt.—Speaking 
at the thirty-eighth annual meeting of 
shareholders, held in Cairo, March 10, 
1938, the governor of the bank, Sir 
Edward Cook, said: 


I will give you my reasons for referring 
to matters which may seem to lie outside 
my proper sphere. You have heard much 
in recent years of the web of restrictions 
in which international trade is entangled. 
Their removal continues to defy the efforts 
of statesmen. It is now of little use to 
discuss the relative merits of autarchy and 
of unrestricted trade; the answer depends 
on the political angle from which one views 
them. The time has come when we should 
speak frankly of the malady of which the 
present obstacles to trade are but the symp- 
toms. There were happy days when banks 
and their presidents had not to concern 
themselves with world politics. Now they 
would be blind if they were not gravely 
anxious at the international political posi- 
tion. The interests we represent here would 
not be served by passing over in silence 
facts which are in the minds of all. 

Europe is in danger of going back to 
the Middle Ages, with their bigotries, their 
persecutions and their religious wars. The 
conflict of rival ideologies is in fact en- 
gendering a spirit more potent for harm 
than did the strife between Arian and 
Athanasian, Catholic and Protestant, the 
Crescent and the Cross. Trade between na- 
tions cannot run smoothly when there is no 
tranquility in men’s minds but rather, among 
people not given to panic, an uneasiness, 
a fear of what may happen. At the best, 
the present nervous tension, if it continues, 
must have a deadening effect on human 
prosperity and progress. And if a spark 
should pass through this overcharged at- 
mosphere, there are at hand, multiplying 
daily, engines of destruction that will work 
a havoc and leave an aftermath far worse 
than that of the four years’ war. 

Happily, gathering clouds do not in- 


425 





variably portend a storm. Should they dis- 
perse and a better spirit prevail, we in this 
country can face the future with quiet con- 
fidence. The ease with which Egypt, as 
compared with most countries, came through 
the world-depression is evidence of the eco- 
nomic strength about which I have spoken 
to you on previous occasions. 


N .V. KotoniaLeE Bank.—This impor- 
tant Amsterdam bank operating largely 
in the Netherlands East Indies, has 
shown net earnings of 560,000 guilders 
for the last fiscal period. The bank 
had recently undergone capital reorgan- 
ization which reduced its stated capital 
funds from 16,500,000 guilders to 
8,250,000. No dividend has been de- 
clared this year. 


BANQUE CENTRALE DE _ LIEGE.—This 
bank and the trade bank of Rene 
Denis & Compagnie have completed the 
establishment of a new commercial bank 
in Liege, Belgium, under the name of 
Banque Commerciale de Liege. The 
initial capital is 11,000,000 francs. 


Other banks credited with participation 
in the capital subscription are: Banque 
de Commerce at Antwerp, Credit du 
Nord Belge, Union Financiere d’Anvers 
S. A., and the trade bank of Banque 


Borsu & Compagnie. 


SUMER BANK OF TuRKEY.—This semi- 
central bank organization has raised the 
corporate capital by 20,000,000 Turkish 
pounds. This brings its total paid-in 
capital to approximately 40,000,000 
pounds (about $33,500,000) . 

Treasury bills, issued by the Turkish 
Government for a period of eight years, 
have provided the new funds. The new 
capital will be devoted mainly to the 
financing of industrial projects, spon- 
sored by the government. 


Banco CAPITALIZADER DE AHORROS, 
S. A.—An increase in capital to 5,000,- 
000 pesos (approximately $1,389,000) 
has been reported by this Mexican bank. 
Banco Capitalizader de Ahorros func- 
tions by selling to the public certificates 
on the installment plan with a lottery 
chance of getting the full cash value 
before their maturity in ten years. 


ALLIED BANKING CorPoRATION, Ltp.— 
A new bank has been opened in Bel- 
grade, Jugoslavia, for the promotion of 
British-Jugoslavian trade. The capital 
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of this bank, known as the Allied Bank- 
ing Corporation, Ltd., is said to have 
been underwritten in full. Strong par- 
ticipation of English interests lead to 
the belief that a London office will be 


opened in the near future. 
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LIFE INSURANCE 


Tuart the 130,000,000-odd life insurance 
policies currently outstanding are di- 
vided among some 64,000,000 persons 
proves that life insurance is held, in 
the main, in small amounts by people 
of moderate means. The number of 
policy holders exceeds the number of 
voters in the last national election as 
well as the number of wage earners in 
the entire country by nearly 50 per 
cent. 


During the past year, the gains made 
by the life insurance companies over 
1936 were substantial in most cate- 
gories. This continuation of gains em- 
phasizes still further the basically 
healthy condition of life insurance, and 
the continued reliance upon this form 
of savings and financial protection by 
a majority of the citizens of the United 
States. 


Continued governmental deficits and 
increases in the public debt remain a 
possible threat to the stability of life 
insurance investments, and the need for 
constructive settlement of our underly- 
ing monetary and fiscal problems ‘is 
more insistent than ever.—“The Index” 
of the New York Trust Company. 


BANKS AND F.H.A. MORTGAGES 


Despite the fact that with FHA in- 
surance these mortgages approach Gov- 
ernment bonds in security and surpass 
them in earning power, banks hesitate 
to accept them. Reason: 25-year mort- 
gages will continue into the next major 
depression, will be held by a group of 
comparatively low and unstable income. 
This circumstance means in the bank- 
ers’ minds that the next wave of fore- 
closures will be the heaviest in history, 
will freeze the mortgage market more 
tightly and for a longer period than 
ever before.—The Architectural Forum. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: o Wall Sr. 
San F; 


Chicago Office: 27 South La Salle St. 


‘rancisco Office: 333 California St. 


Current conditions in Canada 
HE Monthly Letter of the Bank of 


Montreal dated April 22, 1938, 
comments as follows on the Cana- 
dian situation: 

“The opening of the spring season 
has found many industries working on 
reduced schedules, but outstanding in 
the contrary direction is the activity 
prevailing in the steel, mining and al- 
lied industries. In general, while busi- 
ness is less satisfactory than at this 
period last year, it is maintaining a 
level better in a substantial degree than 
that prevailing in the neighboring 
United States. Shrinkage in foreign 
trade has continued to diminish pur- 
chasing power, the decline of which is 
revealed by the fact that in March sales 
of Canadian department stores averaged 
6.6 per cent. lower than in March, 1937. 
If, however, allowance were made for 
the shifting of Easter, which always 
gives a special stimulus to shopping in 
certain lines, into April, the decline in 
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the volume of these sales would, it is 
estimated, be reduced to about 2 per 
cent. Another adverse factor has been 
the widespread anxiety about the deli- 
cate international situation, which has 
made both business men and investors 
in new enterprises hesitant about under- 
taking risks. But notwithstanding these 
factors, during March the great major- 
ity of Canadian industries did not re- 
duce their scale of operations from the 
February level. 

“From the point of view of agriculture 
the season has opened auspiciously. 
The farmers are now busy everywhere 
with the cultivation of their land, and 
conditions for seeding are very satis- 
factory. All reports from the Prairie 
Provinces agree that moisture conditions 
are generally better than in any spring 
of this decade. The price situation for 
cash wheat remains quite satisfactory 
and has recently been improved by a 
strong export demand, particularly from 
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Britain, where the government is under- 
stood to have ordered the millers to 
keep the maximum possible amount of 
wheat in storage. On March 31 the 
total stocks of wheat in Canada were 
placed by the Bureau of Statistics at 
84,160,585 bushels, which is 31,000,000 
bushels less than the figure for the same 
date in 1937 and the lowest total for 
this period since 1920. 

“The position of the heavy indus- 
tries has been strengthened by addi- 
tional orders for railway equipment and 
for airplanes, and in addition there 
seems now a fair prospect that the 
British Government will place substan- 
tial orders for aircraft with Canadian 
firms. Such orders, which to be accept- 
able would have to be on a long-term 
basis in order to justify the outlays on 
the adaptation and expansion of plants, 
would give a welcome stimulus to em- 
ployment in various industries. It is 
understood that experts of the British 
Government will shortly arrive in 
Canada to examine the possibilities of 
Canadian industry in regard to the 
manufacture of aircraft. The produc- 
tion of steel ingots during March to- 
talled 113,897 tons as compared with 
95,025 tons in February, and 118,451 
in March, 1937.” 


~~ 


SURVEYING general conditions in its 
Monthly Letter for April, The Canadian 
Bank of Commerce says: 

“The stability in Canadian industry 
which became noticeable late in Febru- 
ary extended over a larger area in 
March. Thus, about two-thirds of the 
many individual industries whose op- 
erations enter into our analysis were 
able to maintain their production at the 
level of the preceding month, while 
those reporting expansion outnumbered 
slightly those recording curtailment. 
Although this stability may be regarded 
as satisfactory when compared with the 
almost general downturn late in 1937 
and in the opening part of the current 
year, it is in sharp contrast to the vigor- 
ous uptrend in practically all branches 
of industry a year previous. Indeed, 
the seasonal gains have this year been 
so small and confined to such a narrow 
field that business activity as a whole 


is now about 15 per cent. below that 
of the early spring of 1937. A lesser 
rate of decline would of course be evi- 
dent were it not for the new fears and 
uncertainties arising from the European 
political situation which have spread to 
this country, as they have to every other 
part of the world. These unfavorable 
conditions in the international sphere, 
over-emphasized though they may be in 
the public mind, naturally dampen the 
confidence of investors and so cause the 
postponement or abandonment of vari- 
ous projects which would be undertaken 
in a more peaceful atmosphere. Ac- 
cordingly, there has been a marked fall- 
ing off in new orders for certain indus- 
trial equipment which is not entirely 
offset by the contracts recently placed 
for railway materials. Moreover, the 
demand for motor vehicles has so far 
proved to be smaller than was expected, 
with the result that the automotive 
trades are much less active than a year 
ago. Little or no improvement in the 
pulp and paper sections of industry can 
be looked for until further reductions 
are effected in the excessive stocks built 
up in the latter part of 1937. 


“Against these adverese elements 
there may be set some favorable factors 
which prevent the former from exert- 
ing any great depressing influence. 
Metal mining has continued on a large 
scale, except in submarginal districts 
where small properties can be operated 
only in a period of high, or at least 
average, metal prices. The favorable 
pre-season moisture conditions for the 
new crops in the Prairie Provinces have 
already induced a greater demand for 
certain industrial goods, particularly 
farm machinery. The new construction 
contracts awarded in March, though 
more than one-third smaller than in 
the like month of last year, were about 
50 per cent. above those in February. 
Lumbering has increased with the re- 
opening of logging camps in British 
Columbia which were forced into sus- 
pension by severe weather during the 
winter. 


“Tt has now become clearly appar- 
ent that the hopes of maintaining busi- 
ness activity at its present level are 
pinned on domestic agricultural condi- 
tions, especially those in the Western 
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grain belt, for it is unlikely that any 
other important stimuli can be felt be- 
fore the late summer or early autumn. 
Fortunately, agricultural conditions 
show improvement. In Eastern and 
Central Canada the prevailing good 
market conditions for dairy products 
and hogs have recently been accom- 
panied by a better tone in the cattle 
market, although losess resulting from 
abnormally large purchases of feeder 
stock at premium prices have not yet 
been overcome. In the Prairie Prov- 
inces weather conditions have generally 
continued to be favorable, the excep- 
tionally heavy snowfall of February 
melting under circumstances which pre- 
vented a large run-off and thus placing 
the surface soil in the best condition 
for seeding in several years.” 

Comparing the country’s exports for 
the two periods November to February, 
1937, with November to February, 1938, 
it is reported that exports declined in 
value by about $60,000,000, or by 16 
per cent. 

Commenting on this decline, and the 
various factors responsible for it, the 
Letter says: 


“It may logically be concluded that 
this record of export trade is, after tak- 
ing into account all the factors affecting 
it, reasonably good. At least, the de- 
cline in value is no more than was to 
be expected, particularly having regard 
to the restrictions upon the grain trade 
imposed by the severe drought of last 
summer, while it is something in the 
way of achievement to expand trade in 
any part of the world under such con- 
ditions as have prevailed in recent 
months.” 

© 


PROFITS—NOT VOLUME— 
WANTED 


Back in the roaring twenties, in those 
“New Era” days before the New Deal 
was even dreamed of, there were 
roughly two banks for every one you 
will find doing business today. We 
jousted about then in a vigorous com- 
petition that we thought was healthy, 
bidding for new business on terms that 
we now know were in many cases ri- 
diculous. We bragged about the great 


number of customers we were serving, 
but we didn’t have the discernment to 
retognize the horde of expense-account 
customers who were elbowing the reve- 
nue-contributing clients in our lobbies. 
We had invited these star-boarders in, 
of course; we created the problem for 
ourselves, and it was only a question 
of time before we found it necessary to 
ask them to pay or move. 

In our search for answers to our 
earnings problem, I hope we won’t turn 
back to our former dissipation in going 
out after numbers and volume rather 
than profits. It is platitudinous, but 
true, to say that the sound bank is the 
profitable bank. And may our com- 
mon-sense save us from the snobbish 
folly of worshipping the idol of large 
totals in our statements! That is an 
insidious disease which ministers to our 
vanity while vitiating our judgment. 
May we also resist the sin of “taking 
chances” under pressure for earnings. 
Better to trim expenses till it hurts.— 
Robert H. Meyers, vice-president, The 
Merchants National Bank and The 
Merchants Trust and Savings Company, 
Muncie, Indiana. 


AGRICULTURAL ADJUSTMENT ACT 


Tue Agricultural Adjustment Act of 
1938 is regarded as the most ambitious 
experiment in farm relief ever tried by 
a democratic nation and one of the 
most important pieces of economic leg- 
islation in the history of the United 
States. Except that it embodies no pro- 
vision for processing taxes, its terms 
are much more sweeping than those of 
the original AAA, the principal features 
of which were declared unconstitutional 
by the Supreme Court.—“The Guaranty 
Survey,” Guaranty Trust Company of 
New York. 


GENERAL MOTORS TAXES 


THE total amount of taxes accrued and 
paid by General Motors Corporation 
and its subsidiaries to the various tax- 
ing authorities within the United 
States, including excise taxes on its 
products, was equal to $444 per em- 
ploye and $2.45 per share of common 
stock. 
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BOOKS for BANKERS 


THE NaTIONAL DEBT AND GOVERNMENT 
Crepit. By Paul W. Stewart, Rufus 
S. Tucker and Carolyn Stetson. New 
York: The Twentieth Century Fund. 
1937. Pp. XVII—170. $1.75. 


Tuis little book, whose preparation was 
organized by The Twentieth Fund, is a 
study of the national debt and its effect 
on Government credit. The research 
was carried on by the authors named 
under the direction of a committee of 
which Oswald W. Knauth was chairman 
and the other members of which were 
James W. Angell, Joanna Colcord, 
George M. Harrison, George M. Put- 
nam and Donald R. Richberg. 


After a review of the factual material 
prepared by the research staff, this 
committee came to the conclusion that 
the reduction of the national debt is 
an urgent necessity, that nothing except 
dire emergency should be allowed to 
interfere with the actual balancing of 
the budget in 1938, and, unless a seri- 
ous set-back to business occurs, sub- 
stantial debt reduction should be com- 
menced in 1939. The committee further 
recommends that the average debt re- 
duction per year during the next decade, 
taking good times and bad together, 
should be at the rate of one billion dol- 
lars a year. 

It is interesting to compare these 
recommendations with the recently an- 
nounced program of the President. 


INVESTMENT Po.icies FOR COMMERCIAL 
Banks. By J. Harvie Wilkinson. New 
York: Harper & Bros. 1938. Pp. 
XVII—179. $2.50. 


Tuis little book is an excellent survey 
of the problem of purchasing securities 
for commercial banks. It is pleasing 
to note that the author is following in 
the footsteps of those who have given 
the most serious thought to this subject 
and that he calls attention to several 
important points which are frequently 
overlooked by writers on this topic. 
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In the first place, he emphasizes the 
necessity of studying the requirements 
of the individual bank. He wisely in- 
sists that the needs of all banks are 
not the same and notes some of the 
ways in which they differ. In the sec- 
ond place, he observes that the purchases 
of securities should be divided between 
a secondary reserve and an investment 
account. In the third place, he stresses 
the importance of relatively short ma- 
turities and an even distribution of 
maturities of securities acquired. 

His discussion of the timing of se- 
curity purchases is especially good. In 
particular, he insists that the purchase 
and sale of bonds should not be carried 
on from the standpoint of a trader. 

His chapter on the fallacies in the 
regulations governing the acquisition of 
bonds which were promulgated by the 
Comptroller of the Currency a few 
years ago is explicit and sound. 

About the only fault which can be 
found with the book is that the author 
has not presented a more thorough 
analysis of the various points which he 
has discussed. 


Wuen CapitaL Goes ON Strike. By 
Arthur Dahlberg. New York: Har- 
per & Brothers. 1938. Pp. XVII- 
218. $2.50. 


HERE is another substitute for aspirin 
—a cure-all good for what ails us. 
There are so many of these schemes 
designed for and guaranteed to relieve 
the headaches, rheumatism, neuritis 
and neuralgia of mankind floating 
about these days that we could afford 
to pass this one by were it not for the 
fact that stranger proposals than Mr. 
Dahlberg’s have caught the public 
fancy and even been given a sympathe- 
tic ear in Washington. Mr. Dahlberg’s 
proposal is, in brief, that the govern- 
ment tax its people for not spending 
money. His thesis is that the existing 
privilege of hoarding, i. e., of spending 
our money or not as the fancy strikes 
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us, is the ‘cause of our economic dis- 
order. There are only two possible 
remedies. One is a governmental ra- 
tioning of income, prices and produc- 
tion such as occurs under communism. 
The second remedy and the one advo- 
cated throughout the book is govern- 
mental control over the rate of private 
spending enforced by a tax on money 
not.spent. Supposedly this answers the 
problem of how to minimize depres- 
sions, stabilize prosperity, and modify 
the distribution of income between 
classes—all with a minimum of govern- 
mental interference. 

In this book it is the wealthy who 
again take the rap, as they have done 
in “America’s Sixty Families” and 
other recent outpourings. If the poor 
people had most of the money, the 
author tells us, they would spend it for 
beer and refrigerators to keep the beer 
in. But the rich grow fickle and sit on 
their nickels explaining that “business 
confidence” has disappeared’ and that 
they are awaiting the “upswing of the 
business cycle.” Therefore money 
should be gotten into action not by re- 
moving taxes, but by putting a tax on 


loitering. This loitering tax would be 
applied by the simple process of print- 
ing depreciating money. _ Our currency 
would be revised so that each bill 
would be dated. After the printed date, 
say at the end of a month, it would 
automatically be cut in value by a fixed 


percentage. This percentage of depre- 
ciation would continue month after 
month until finally the bill would be 
worth nothing at all. New money is 
to be issued every month for which the 
old which has not been spent may be 
changed at a loss depending on its age. 
Demand deposits in banks would be 
similarly taxed with the exception of a 
working minimum. Savings deposits, 
however, would go free on the theory 
that this money is invested and put to 
work by the banks. The same would 
be the case with holdings of bonds and 
mortgages. 

Now everything is settled and every- 
body will be happy. Hoarding will be 
impossible. The author points out the 
salting away of money in gems or other 
such things of value would not consti- 
tute hoarding because the purchase of 
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them would stimulate mines, jewelry 
stores, etc. Here, it would seem, lies 
the weak point in the program. Hoard- 
ing, or a slow rate of spending, is the 
cause of all our trouble, but hoarding 
is present only in the case of actual 
money and demand bank deposits. 
Therefore the question naturally arises 
of how anybody can hoard to a great 
extent now. Certainly the millionaires 
are not salting away their assets in 
cash in safe deposit boxes. Equally 
certain is it that few people keep more 
than a working balance in their check- 
ing accounts. The rise of the service 
charge is evidence enough of that. Then 
just where does that leave us? It 
leaves us with no existing hoarding as 
Mr. Dahlberg defines it. Hoarding, he 
says, is the decreasing of the rate of 
spending. But the excess reserves of 
cash and demand deposits which he 
proposes to tax are negligible when 
compared to other holdings. If turn- 
over is the thing, as Mr. Dahlberg in- 
sists, it would be necessary to place a 
tax on everything held for what was 
considered too long a time—on auto- 
mobiles, houses, yachts, swimming 
pools and clothes. Actually there is a 
tax on these things now, the tax of de- 
preciation. At this point we cannot 
help but wonder how an additional tax 
would help matters any. 

Mr. Dahlberg states that the very 
simplicity of his proposal will cause 
many people to doubt its value. On 
this point, at least, there is much in 
what he says. 


THe Market Ptace. By Alexander 
Dana Noyes. Boston: Little, Brown & 
Company. 1938. Pp. 274. $3.50. 


THE author’s lorig association, as finan- 
cial editor, with the Evening Post and 
the New York Times, combined with 
his aptitude for his calling, gives to this 
volume especial interest. And this in- 
terest is increased by the clearness of 
the style in which it is written, by the 
impartiality of its opinions, and the ac- 
curacy of its conclusions. 

Mr. Noyes is the dean of American 
financial writers, distinguished not 
alone by length of service in this spe- 


cial field, but by the wealth of his 
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information and his high sense of re- 
sponsibility. 

Did this volume contain—which it 
does not—statements which one might 
be disposed- to dispute, to do so would 
be like questioning the law of gravity 
or the multiplication table. For Mr. 
Noyes is a recognized authority on 
financial subjects. He had the invalu- 
able experience gained on the Evening 
Post in the days of E. L. Godkin and 
Horace White, when that newspaper 
was regarded. as the Bible of finance. 


While “The Market Place” is de- 
voted in part to recollections of the 
author in his work as a newspaper man, 
it contains financial history extending 
over a long period. The treatment of 
the numerous panics and crises through 
which the country has passed is full 
and accurate. Mr. Noyes points out 
that those who see in times of prosperity 
no limits to expansion, and those who 
see in times of depression no hope of 
recovery, are in each case under illu- 
sion. As the result of long experience 
and careful observation, he has seen 
these periods alternating in American 
history. It is therefore reasonable to 


conclude that this will happen again. 


In addition to the information con- 
tained in the volume relating to finance, 
the book presents a number of inter- 
esting anecdotes and side-lights on im- 
portant public events. 


PRINCIPLES OF Economics (Revised 
edition). By Frederic B. Garver and 
Alvin Harvey Hansen. Boston: 
Ginn & Co. 1937. Pp. X—686. 
$4.00. 


Tuts volume is a thorough revision of 
a standard text on economics which first 
appeared almost ten years ago. While 
intended primarily for college students, 
it should also prove useful to any 


banker or mature person who wishes. 


to become familiar with economics. 

The book has been brought down to 
date, old material which has lost sig- 
nificance has been eliminated and new 
data introduced. The authors have 
given consideration to the experience 
of this counrty since the “New Deal” 
has. been undertaking to remake our 
economic’ structure... The monetary 
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policies adopted, especially those in- 
volved in the devaluation of the dollar, 
fiscal policy, monetary stabilization, 
social security, and foreign trade agree- 
ments have received especial treatment. 
One of the great values of:this book 
lies in the way in which the authors 
illustrate their theoretical discussions 
with practical cases drawn, in most in- 
stances from recent economic events. 


PLANNING FOR THE MARKET. By Guy 
Clinton. Boston: Christopher Pub- 
lishing House. 1938. Pp. XXV-139. 
$1.50. 


“BLIND spots have closed our eyes to 
the signs of the times,” according to 
the author of this book. Employers, 
he says, in persuing cost reduction pro- 
grams see no relation between employ- 
ment and purchasing power. Guy Clin- 
ton is a scientist and he uses the 
scientist’s favorite device for explaining 
the inexplicable—the parallel to a 
water system. For example, he tells us 
that “Jobs are the pipe-lines giving 
access to the reservoirs of goods and 
services.” And likewise reckless waste 
in foolish enterprises is the key to our 
economic difficulties just as the misuse 
of irrigation water floods crops. 

“Planning for the Market” is more 
than anything else a restatement in 
simple terms of generally recognized 
economic principles. As such it makes 
a good primer, not for bankers but for 
their customers. 


WHERE THE SCIENCE OF BANKING BE- 
cins. By John J. McCann, Jr., Chi- 
cago: . The Financial Advertisers 


Association. 1938. Pp. 184. $1.50. 


WHERE does the science of banking 
begin? With thrift, says this book. 
“Where the Science of Banking Begins” 
is no thesis on economy, but a practi- 
cal, comprehensive investigation — con- 
taining a detailed review of ‘the thrift 
movement from its origin to the present 
with attention especially focused on the 
primary need of thrift education today. 

The. book. approaches Public Rela- 
tions from a-new angle: It discusses 
the important role banks-may- play in 
achieving sounder conditions through 
closer relationship with customers and 
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the adoption of an education program 
designed to fill the apparent gap of 
financial intelligence. 

Mr. McCann, chairman of the Sav- 
ings Division of ‘the Financial Adver- 
tisers Association, makes a strong plea 
for the banks and bankers of the coun- 
try to sponsor a real educational pro- 
gram which will include not only a con- 
sistent effort to provide a place in the 
school curriculum for real thrift edu- 
cation, but shall include adult educa- 
tion, as well, through clubs, parent- 
teacher association, churches, etc. He 
urges the banks to adopt modern means 
and methods of developing this com- 
prehensive educational program and 
gives examples of work being done by 
agencies other than banks. 

Illustrations show numerous exhibits 
relating to financial education and 
banking practice in this country and 
abroad. 


Directory oF Mutua Savines BANnKs 
OF THE UniTED States. Issued by 
National’ Association of Mutual. Sav- 
ings Banks. New York, 1938. -Pp. 
109. $1.00. 


LisTeD in this directory are the 550 
mutual savings banks in the United 
States with information as to their ad- 
dresses, officers, assets, surplus, de- 
posits, number of depositors and divi- 


dend rate. Several pages are devoted 
to general statistics and to a synopsis 
of the legal limits of surplus and de- 
posits in each of the seventeen states 
where mutual savings banks operate. 


COMMERCIAL BANKING LEGISLATION 
AND ControL. By A. M. Allen and 
others. London: Macmillan and Co., 


Ltd. 1938. Pp. 513. $4.50. 


WHEN we see ourselves as others see us 
we are often surprised to find how well 
others really do see us. Here is a book 
by a group of Englishmen that gives 
an unusually clear and concise picture 
of the American banking system and 
the legal framework on which it-rests. 
It does for our banking system in less 
detail what Bryce’s “American Com- 
monwealth” did for our governmental 
system. 

The book, however, is not devoted 
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entirely to American banking. It is, 
rather, a series of essays each on the 
banking system of a different country. 
Provided, therefore, in one volume is 
material by means of which bankers 
can compare our system of state bank 
control with similar bank legislation 
throughout the world. Particularly 
suggestive are the sections on the Scan- 
dinavian countries and Belgium and 
Switzerland. The countries in the first 
group were the first to control banking 
by legislation and the countries in. the 
second were among the last. By study- 
ing these two groups bankers can form 
some opinion as to the results to be 
obtained from both almost complete 
government control and: a hands off 
policy. Which do we want? Here is 
one way of telling. 

Few developments in contemporary 
social and economic life have attracted 
so much attention in recent years as the 
increasing degree of state regulation and 
control. From this control our banking 
system has been anything but exempt. 
The possible future trend of such con- 
trol and its results are questions worth 
giving careful attention. 


THe New York Bonn Market, 1920- 
1930. By Charles C. Abbott. Cam- 
bridge: Harvard University Press. 
1937. Pp. XVII—224. $2.50. 


Tuis little book is essentially a history 
of the bond market in the period from 
the close of the World War until the 
end of the stock market boom and the 
beginning of the great depression. It 
deals with one phase of the financial 
history of this period. Its subdivision 
into chapters is on a purely chronologi- 
cal basis. 

It deals both with the current market 
for bonds already issued and with the 
new issues of obligations as they take 
place. It gives consideration both to 
the types of new issues and to the ac- 
tual amount of new financing in this 
form. It is of particular value because 
it analyzes the various factors which 
affected the bond market during these 
years. Bankers should find this ma- 
terial interesting as a basis for analyz- 
ing their own purchases of securities 
during this period. 

It is particularly valuable because it 
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contains a considerable amount of 
statistical material in its appendix and 
it is provided with a number of graphs 
and charts. 


ENGLISH AND AMERICAN BANKING Sys- 

' TEMS ComMPaRED. By William T. Mc- 
Caffrey, Syracuse, New York. 1938. 
Pp. X-209. 


HERE is a book that is more than an 
analysis and tabulation of facts. Facts 
are, of course, essential to banking 
books, but pages of charts and long lists 
of figures leave much to be desired. 
This book combines facts with thought- 
ful selection and an attempt at drawing 
significant conclusions. The author, 
president of the Lincoln National Bank 
and Trust Company of Syracuse, New 
York, first undertook this work as part 
of the requirements for a diploma from 
the Graduate School of Banking of the 
American Institute of Banking. He has 
certainly reflected credit upon that in- 
stitution by it. 

Obviously, the English banking sys- 
tem offers a fruitful field for study. It 
has often been superficially pointed out 
that English bankers have been more 
successful than American bankers in 
helping. to stabilize industry and the 
volume of bank credit; that English 
banks have been less subject to failure 
than American banks; that England has 
suffered less from the world depression 
and has made more stable recovery than 
has America. The question to be an- 
swered and the question this book at- 
tempts to answer is “why have these 
things been so and to what extent have 
English bankers and the English bank- 


ing system been responsible for them?” 


Mr. McCaffrey well makes the point 
that the differences between the two 
systems are less differences of judgment 
and inclination than of geographical 
and historical conditions. Banking 
systems, like Topsy, just grow. No man 
or group of men is capable of produc- 
ing from his skull in the seclusion of a 
closét an ideal banking system for any 
country. All any man can do is suggest 
improvements in an existing system 
from a background of history and ex- 
perience. 

The striking difference between the 
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English and American banking sys- 
tems is that one is a branch and the 
other a unit system. Then, reason 
some, since British banks have exper- 
ienced fewer failures than ours, why 
do we not introduce branch banking? 
This is Mr. McCaffrey’s answer: 


I am rather strongly of the opinion that 
until the last decade at least, this young 
country of ours could not have been prop- 
erly developed with a branch banking sys- 
tem. ‘We probably needed the liberality in 
the extension of bank credit which came 
from the lack of scientific knowledge on the 
part of untrained bankers. If we could 
weigh the advantages against the disadvan- 
tages, I am rather of the opinion that from 
the standpoint of the development of our 
country we should have to give a good deal 
of credit to the good results from the trial 
and error method of unit country banks. 
This probably would be of small comfort to 
the depositor who has lost his money in such 
ventures, but I am now looking at the sit- 
uation from a national standpoint. 


Now, the author thinks, branch bank- 
ing might be tried in an experimental 
way, limiting the establishment of 
branches to the Federal Reserve dis- 
tricts. Now that America has reached 
voting age, so to speak, there are ad- 
vantages that might be gained from 
such a system and from further adop- 
tion of British-proven ideas. English 
bankers have muddled their way 
through the centuries by trial and error 
building up practices and traditions 
which have gradually become sorted 
out and unified into a highly success- 
ful system. American bankers started 
over the same long road in a green 
country and were therefore of necessity 
about a hundred years behind their 
cousins in development. British banks 
have had their experiences with wild 
cat note issues and wholesale failures 
in the past. Bank stocks fell on the 
market and as a result the double lia- 
bility of shareholders was abolished. 
The same has happened in this coun- 
try. And there have been numerous 
other borrowings from the English, not 
so much direct imitations as similar 
decisions reached from similar circum- 
stances. The decrease of the original 
spread of a hundred years has become 
more and more apparent until recently 
the American policy of gold steriliza- 
tion followed the similar British policy 
by only a few days. 
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But there are further possible benefits 
to be derived from British experience, 
Mr. McCaffrey feels. In the United 
States a banker’s record must be pretty 
bad before the authorities can do any- 
thing about it. On the other hand, a 
well-managed system of branches has 
regular inspections on which are based 
recommendations for the retaining or 
discharging of branch managers. Total 
and disastrous incompetency is not 
necessary for removal. Men in im- 
portant bank posts are more likely to 
be men of long banking experience 
rather than retired or reformed mer- 
chants, ministers and ranchers. And 
another example: In England a bank 
location can be experimented with 
without the risk of actual failure. A 
branch can be discontinued if un- 
profitable by simply transferring its 
business to another branch before it is 
too late. 

The whole thing is, as the author of 
this book sees it, that we have already 
borrowed much from British expe- 
rience, we shall probably borrow more 
in the years to come, and therefore we 
owe it to ourselves to at least keep 
abreast of British banking activities. 


CurRENT Economic DELUSIONS AND 
THEIR PROBABLE FUTURE EFFECTS. 
By E. C. Harwood. Cambridge: 
American Institute For Economic 


Research. 1938. Pp. X-112. $1. 


MayBeE you don’t think that all econ- 
omists are fools; you may think that 
the old competitive system is still a 
going thing; but the chances are that 
unless you are completely prejudice- 
proof you are going about your busi- 
ness trailing one or two of the econ- 
omic delusions that have been bother- 
ing Mr. Harwood. At any rate, whether 
you are believer or non-believer, you 
are pretty certain to like reading his 
book and to find a lot to keep on think- 
ing about after you have finished. 
Taking as his thesis the idea that 
we will never find the road to econ- 
omic recovery until we have removed 
the foggy mass of fallacies and errone- 


ous statistics that are preventing clear 
vision, Mr. Harwood proceeds with 
clear-headed vigor and -with a con- 
tagious relish to. expose ten of the 
more important of these current fal- 
lacies. 

The notion that all economists are 
fools he explains is partly due to the 
complete absence of discrimination in 
applying the title “economist” to men- 
tal lightweights, lesser idealists, nimble- 
witted columnists, and any “problem 
journalist” who is obviously not a 
philosopher yet must be something. Pro- 
fessional economists, however, those 
men who have made a thorough study 
of current problems, are on the whole 
no more likely to be foolish than edu- 
cated men in any other field. Mr. Har- 
wood believes that these men should 
logically be consulted in a time of 
trouble, just as we would consult a 
doctor or a lawyer, and that their pre- 
scriptions should be respected and 
carried out. 

In a clarifying discussion of the fal- 
lacy that “prices should behave,” Mr. 
Harwood cites figures which prove that 
“prices today are above, rather than 
below, the long-term average which 
might reasonably be considered normal 
in the absence of devaluation, and 
prices will be at still higher levels 
when the devaluation program has had 
its final effects.” This conclusion is a 
direct refutation of the impression 
given to most laymen by the Bureau of 
Labor Statistics Index of Wholesale 
Commodity Prices. 

Proceeding through a consideration 
of the services of gold, the value of 
equal competition, of speculation and 
of savings, all made vivid and credible 
by and easy use of charts, statistics, and 
quotations, the author concludes the 
volume with a lively denunciation of 
the “pump-priming method” of snatch- 
ing after prosperity. Inasmuch as it 
injects new purchasing power into the 
business channels without any regard 
for the quantity of goods being pro- 
duced, it can do no more, nor less, 
than the work of a stimulant. 
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PUBLIC 


RELATIONS 


Edited by MALCOLM DAVIS 


Constructive customer relations 


Speaking before the Regional Banking Conference of the A. B. A. at Indianapolis, 


Ind., 


Henry C. Ochs, vice-president of the Winters National Bank in Dayton, Ohio, told 


how a comprehensive, practical program of customer relations should be established in the 
average bank. This article, made up of excerpts from Mr. Ochs’ address, explains how it 


is done—Editor. 


N planning an ideal public relations 

program let us keep in mind first, 

that the public is a human body 
with dependable and laudable human 
traits, and second, that businesses are 
human organizations with mutual and 
almost identical problems. The first 
step in any intelligent public relations 
program is to put and keep your own 
house in order. By this I mean prepare 
the program and follow through on all 
details. Next, it is necessary that the 
senior executive in your bank be fully 
in accord with such a program and give 
full codperation toward its success. Re- 
member, the spirit of your officials to- 
ward such a program will vibrate itself 
through your entire organization. 


How to Start the Program 


The program should start by calling 
together the officers, department heads, 
branch managers, if you have branches, 
and other chosen leaders of the bank. 
The officer in charge of the public and 
customer relations work should prepare 
for and conduct this meeting by follow- 
ing the procedure as outlined in the 
“Constructive Customer Relations” 
booklet. Varied questions and prob- 
lems come before the group for dis- 
cussion as the text of the booklet is 
followed. After the first meeting is 
held, it is wise to rotate the leadership 
for each meeting, it being the idea that 
this will help train the men in this 
group to become leaders for the bal- 
ance of the organization and in the gen- 
eral program. 
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After the completion of the eight 
weeks of round table discussions, cov- 
ering one chapter of the booklet each 
week, the next step is to call a meeting 
of the entire organization, outlining the 
program and stressing the importance 
of each one participating so that they 
will receive the full benefit of what the 
bank is offering them through this 
course of instruction. Tt is the best 
policy to segregate the organization 
into groups of not more than twenty 
each, as this size group leads to more 
open discussion by everyone. In banks 
with a smaller number of employes, 
the executive officer should assume the 
responsibility for the program ‘and con- 
duct the meetings. As group leaders, 
the officers and department heads 
trained in the first series of discussions 
can follow the same procedure as 
carried out in the original group 
among themselves. After a few chap- 
ters have been covered you will, as 
other banks have, experience a buoy- 
ancy in the spirit of the organization. 
It is advisable to limit the discussions 
to one hour, not more than once a 
week. This will keep the groups suf- 
ficiently interested so that they will at- 
tend every meeting regularly, bringing 
up their own problems for general dis- 
cussion. 


Continuity Essential 


Following through with the program 
after the completion of the “Construc- 
tive Customer Relations” booklet, it is 
advisable to hold weekly or semi- 
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monthly meetings. of your entire organ- 
ization, but, more~ particularly of the 
contact employees, such as tellers, jun- 
ior officers, branch managers, and. the 
like, preparing for each meeting sub- 
jects of sufficient. interest that they 
themselves will participate, asking 
questions and making suggestions. that 
will assist the bank in establishing 
policies for: handling customers: both 
in and out of the bank. 


System of Calls 


No program would be complete with- 
out a definite system of regular calls 
made onthe business accounts in your 
bank. In banks of ordinary size, where 
public relations and contact men are 
not employed, the officers of the bank 
should be charged with this respon- 
sibility. 

Calls should be made at intervals not 
exceeding twelve months, and if pos- 
sible, on a six month basis. Codperat- 
ing with this plan, your officers will 
accept accounts assigned them by the 
officer in charge of the program, and 
arrange the calls so that the schedule 
of one does not interfere with that of 
another, thus eliminating the possibil- 
ity of too great a number of important 
officers being out of the bank at any 
one time, thereby undermanning your 
bank to an extent where your customers 
might not receive the kind of service 
to which they are entitled. 

This part of the program is equally 
as important as the instruction of your 
rank and file employees, as many of 
your better accounts certainly do ap- 
preciate a call from an officer of the 
bank and the opportunity of discussing 
their problems in their own office. 

Many important angles will come to 
the surface, and a discussion of this 
nature will be helpful to all depart- 
ments. of the bank. Suggestions for 


the betterment of service, a lead for the © 


trust department, some information for 
the credit department, possibility of a 
loan program, are just a few of the im- 
portant points of discussion that are 
often. entered into: during a visit of this 
nature. 

Complete reports are made to the 
officer in charge of the public program 
and filed in chronological. order, so 
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that they will: automatically come to 
the attention of that officer for follow- 
up at a given: time. 


Tangible and Intangible Results 


I can say, from: personal experience, 
that everybody in our organization has 
a feeling of confidence that they have 
a knowledge of our business as a result 
of our endeavor to carry out a construc- 
tive customer relations program, be- 
cause we know that no matter what 
position in the bank a person occupies, 
he is, in his own little group of friends 
and acquaintances, known as the banker 
and our representative. Therefore, we 
believe you will find that a thoroughly 
well-trained organization will produce 
tangible and intangible results beyond 
your fondest expectations if your pro- 
gram is a continuous and energetic 
one. 

Your customer relations program, 
whether good, bad or indifferent, re- 
flects the manner in which your busi- 
ness is conducted. 


~ 


Business Speaks Out 


GREAT many people, grossly mis- 

led, have been sympathetic to pro- 

grams and activities which in the 

main have tended to stultify progress 

rather than accelerate it. Their attitude 

has been based on a one-sided picture 
and that side frequently: distorted. 


Believing that the timé has come when 
business should present its case, The 
Citizens and Southern National Bank 
(Atlanta, Ga.) is running a series of 
fourteen advertisements in ten Georgia 
newspapers. The campaign is “non- 
partisan, non-political—a simple state- 
ment of business and its relation to the 
economic and social progress of the 
nation.” ; 

Each ad in the series has the same 
illustration and the’ same headline: 
“What Helps Business—Helps You. 
What Hurts Business—Hurts You.” 
Each ad also winds up with the slogan: 
“When: Sound Prosperity Comes—Busi- 
ness Will Bring It.” Each ad also has 
the same final paragraph in the copy, 
reading, “A good bank is not only the 
financial heart of the community but 
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4. The Devil is Always —“Somewhere Else” 


That “ole debbil” Business — that 
Satanic demon who has been deliberately 
destroying prosperity and holding back 
progress—have you ever seen him? 


* 


If general conditions in our city have 
been dragging, he should be among those 
present—somewhere. Yet na one ever 
seems to be able to see him except the 
disturbers and the malcontents. It is they 
who point at some abstract body and 
announce profoundly that “business is 
blocking a return to sound economic 
conditions.” 

* 

The ancient witch-doctors found this 
technique very successful. With weird 
mutterings designed to mislead, they 
conjured up imps and demons but no one 
ever saw them—because they did not 
exist. Thus it is that while people in our 
city know our business men and respect 


them as honest, constructive citizens, 
those who are misled by modern conjur- 
ers see the “ole debbil” Business as work- 
ing his destruction from some other point. 


* 


And in the meanwhile sincere but 
equally misled men and women else- 
where are sure that he must be in our city 
because they can’t find him in theirs. For 
everyone, he is sdmewhere else. The 
truth is that he does not exist—except in 
the minds of disturbers. 


* 


A good bank is not only the finan- 
cial heart of the community but also 
holds the obligation of helping in any 
manner possible to make the people 
of the community successful and 
prosperous. In such a spirit do we 
publish this message, which is one 
in a series, 


THE CITIZENS & SOUTHERN NATIONAL BANK 


ATHENS * ATLANTA © AUGUSTA 


© MACON °¢ 


SAVANNAH * VALDOSTA 


Typical of this bank’s aggressive “Business Speaks Out’ series, this ad 
does its share in clearing away prevailing misconceptions regarding the 
relation of business to our economic and social progress. 


also holds the obligation of helping in 
any manner possible to make the peo- 
ple of the community successful and 


prosperous. In such a spirit do we 
publish this message, which is one of a 
series.” 

The first ad asks, “What Is Busi- 
ness?” and attempts to answer that 
question. Sample paragraph ~ says, 
“Why, business. is all of us, the men 
and women of the nation who work 
diligently and industriously and thus 
keep busy.” Copy goes on to say that 
we have been told that “business” is 
blocking progress, is holding back pros- 
perity. Yet “an indictment of ‘business’ 
embraces the backbone of America—the 
men and women who are business.” 
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Number 2 asks, “What Is Big Busi- 
ness?” and the answer is that big busi- 
ness is just a successful little business 
grown up. The copy develops the idea 
that “Big or small, business is just a 
group of people working hard and try- 
ing to get somewhere.” 

Number 3 is headed “ ‘Big Business’ 
Drags the Anchor?” and explodes the 
fallacy that Big Business is holding back 
recovery for selfish purpose. One of 
the good arguments in this ad is, “Do 
you suppose they have been deliberately 
losing thousands of dollars, deliberately 
weakening their business structures? 
Successful business men are not stupid 
and that would be a stupid trick.” 

Number 4 (see illustration) is headed 
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“The Devil Is Always—Somewhere 
Else’.” . The purpose of this ad is to 
destroy the sort of thinking that builds 
business up as an abstract sort of ogre. 
If people would analyze local business 
as they know and understand it, busi- 
ness becomes recognizable and human. 

Number 5, headed “Theories for 
Sale,” is an outspoken piece comparing 
business men, who have to meet pay- 
rolls, make profits, with the “pedlers 
of theories” who stand around telling 
how it should be done. 

Number 6, headed “Rainy Days of 
Business,” tells how American Business 
“spent during the period from 1930-34 
twenty-seven billion dollars over and 
beyond its income to keep the wheels of 
industry turning and to provide employ- 
ment for people.’ The ad makes a 
strong plea to allow business to save 
part of its profits as protective surplus 
for other rainy days. 

Business has been pretty well speech- 
less for some time, with some outstand- 
ing exceptions scattered here and there. 
It is good to see this bank act as a 
spokesman—particularly as such an out- 
spoken spokesman. There is no pussy- 
footing in these articles. They are di- 
rect, clear spotlights which show the 
business man’s side of the story. There 
should be a great deal more of this 
economic educational work. 


What People Are Really Interested In 


As a convenience to its customers, The 
Morris Plan Bank of Virginia (Rich- 
mond, Va.) has had on exhibit in the 
lobby of its main office thirty-two U. S. 
Government booklets on a wide range 
of subjects, for sale to the public at 
the regular Government price, varying 
from five cents to fifteen cents each. 

Since last fall, when the booklets 
were first displayed, a total of 327 
copies have been sold. “Care and Re- 
pair of the House” led in total number 
of sales, with 29. Next in popularity 
were “How to Own Your Home,” with 
27, and “Planting and Care of Lawns,” 
with 22. A booklet on “Child Manage- 
ment” with 19 copies sold took fourth 
place. 

The booklet proving least popular 
was “Safety for the Household.” More 
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than six times as many booklets were 
sold on “Stain Removal” as on safety, 
the ratio being 13 to 2. 

All told, 127 booklets were sold on 
subjects concerning House, Yard and 
Garden; 81 on Motherhood and Child 
Welfare; 64 on Food and Cooking; 32 
on Budgets and Buying Guides; 24 on 
Clothes and Furnishings; and 2 on 
Household Safety. This would seem to 
indicate that people are more interested 
in their homes than in their children. 
On the other hand, the bank’s customers 
were probably pretty well conditioned 
to home building and home moderniza- 
tion and in all likelihood came into the 
bank because of the financial facilities 
available for these purposes. Hence 
their interest in House, Yard and Gar- 
den was, perhaps, keener than would 
be found in a sampling of public likes 
and dislikes in another environment. 
Still, the results do give the bank an 
insight into the thinking of its own cus- 
tomers, and consequently the analysis 
is not only interesting but useful. 


~ 


Canadian Co-operative Campaign 


A CO-OPERATIVE advertising campaign, 
signed by The Chartered Banks of 
Canada, was started on February 28. It 
will run until November, excluding 


July and August. The advertisements 
are published in every daily newspaper 
in Canada, farm journals, ‘ financial 
papers and in selected weekly news- 
papers reaching communities where the 
public relations problem needs particu- 
lar attention. The schedule is so stag- 
gered ‘that the impression is of a con- 
tinuous effort. 

Three ads in this series have now 
been published, and a preliminary check 
as to their effectiveness has been made. 
Reports from bank managers and news- 
paper clippings indicate that the popu- 
lar reaction is remarkably favorable. 

The objectives of this comprehensive 
effort are, in the main, to tell Canadians 
how banks function, to correct miscon- 
ceptions regarding banking, and to 
make the depositor aware of the serv- 
ices that banks perform. 

Each advertisement (there will be 
eleven in all) runs about 700 words 
long, is. written in semi-news style, is 
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THE STRONG RIGHT ARM 
OF CANADA 


* * 


ECEIVING deposits or making loans, Canada’s 
| 5 oe ene wre tere er ene 
money. Parliament has placed the strictest safe- 
guards around the handling of other people’s money. 
When you deposit, or when you borrow, the 
strong right arm of the nation itself is thrown about 
banking is subjected, 


pervision and more penetrating Parliamentary 
scrutiny than any other business in Canada. 
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This ad, third in a series, tells of 
the stringent regulations that ’sur- 
round and protect the Canadian 
banking system. The campaign, a 
masterly cooperative effort in public 
education, -is sponsored by The 
Chartered Bank of Canada. 
AO 


published somewhat like a. news story 
rather than the conventional display, 
occupies a:space two. columns wide by 
14 inches deep. 

The first of :the series: acted as an 
introduction to the entire effort and,: 
in addition, helped overcome the popu- 
lar. belief that’ banks don’t care about 
public good will. The second ad, di- 
rected to those having 4,750,000 ac- 
counts in Canada’s chartered banks, 
gave a mechanical description of the 
bank as a depository for savings and 
also as a lending institution—the em- 
phasis being on the point that the banks 
have to be careful with loans because 
it is the depositor’s money which is 
loaned. 

The third advertisement (see illus- 
tration) tells of the government restric- 
tions surrounding Canadian banks. The 
opening of the ad tells how banking is 
subjected to greater Government regu- 
lation and more penetrating Parliamen- 
tary scrutiny than any other business 
in Canada. These regulations are then 
set down fully and frankly. 


For example, charters of all Canadian 
banks expire at the end of every ten 
years; they can be renewed for no more 
than ten years; they are renewed only 
after searching parliamentary investi- 
gation. Every ten years The Bank Act 
is thrown open for revision (though it 
can be revised at any time) and bank 
officials are cross-examined on every 
phase of banking by a committee of 
the House of Commons. This commit- 
tee represents every province and every 
political party. Hence the Canadian 
people, through their duly elected repre- 
sentatives, really regulate Canadian 
banking. 

Banks are subject to audits by ac- 
countants employed by the stockhold- 
ers; all bank records are accessible to 
the Inspector General of Banks; banks 
have to make a statutory report to. the 
Minister of Finance and to the Bank of 
Canada periodically. Each month they 
must report how many loans they made 
to bank directors or to firms in which 
they are partners, and of loans which 
directors guarantee. (On January, 
1938, such loans amounted to less .than 
1/98th of total bank loans.) 


Much more material of. vital interest 
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is in this third ad—the explanation: of 
why there is no “money monopoly” in 
banking; the facts regarding note. is- 
sues, and so on. The copy covers a 
wide range of interesting and essential 
facts; the writing is clear and direct. 

This codperative endeavor on the part 
of our neighbor in-the north has: in 
it the seeds of much fruitful thinking 
on the part. of American banking. It 
is well worth watching. 


~ 


A. B. A. Radio Drama Makes Progress 


Last fall the American Bankers Asso- 
ciation had developed a series of 15 
minute electrical transcriptions, drama- 
tizing bank services and containing a 
large sprinkling of fundamental edu- 
cation along banking lines. Distribu- 
tion of these programs began last Janu- 
ary, and the latest count, as this is 
written, is that 76 banks, individually 
or in clearing house groups, are spon- 
soring the program. These banks are 
in cities whose populations total more 
than three million, and whose location 
is in ten widely separated states. 

Each program is a playlet built 
around a central character, Banker John 
Sterling. Sixteen programs comprise 
the series and cover an equal number 
of important banking situations. For 
example, one tells why banks must pro- 
tect deposited funds as an obligation 
preceding that of loaning money; an- 
other shows where a young bride learns 
a sharp lesson about overdrawing her 
checking account; another deals with 
the sending of funds to Vienna where 
an American woman-tourist has become 
stranded and ill. 

Human interest is the drawing card 
that attracts radio listeners, for the play- 
lets present interesting situations re- 
quiring a solution and, of course, John 
Sterling helps to solve these situations. 
There is an opportunity for the sponsor 
to get in his own commercial message 
at the end of each program. The asso- 
ciation will make suggestions for such 
“commercials” at no extra cost. 

And while we’re on the subject of 
radio, a recent survey made by the 
Financial Advertisers Association dis- 
closes that two out of every three banks 
which are using or have used radio or 
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have considered its use, feel it is'a 
worth: while advertising médium and 
are willing to back up this opinion 
with actual expenditures from their ad- 
vertising budgets. 


Look Out For Texans 


Ir may not be too relevant to public 
relations to print the following story, 
but we do it as a reader service to those 
who will journey to Texas this fall. We 
ran across it in the lively, useful and 
always interesting house organ . pub- 
lished by The Forth Worth National 
Bank, Fort Worth, Texas. The story is 
titled “Texans. Do Things in a. Big 
Way.” It tells about a representative 
of a major oil corporation who was 
trying to get a lease on a ranch of more 
than 100,000 acres in West Texas. The 
company finally authorized its land man 
to offer $100,000 for the lease. E 


The weather-beaten Texas rancher, 
jeans thrust into his boots, didn’t ap- 
pear sufficiently startled by this $100,- 
000 offer, so the land man asked, “Mr: 
Blank, I don’t believe you realize how 
much $100,000 is. Did you ever see 
$100,000 at one time?” 

“No,” drawled the rancher, “I don’t 
believe I ever did.” 

“How much was the most you ever 
did see at one time?” queried the land 
man. 

“Well,” replied the rancher, “I guess 
$86,000 was the most money I ever saw 
at one time.” 

“Where was that?” asked the land 
man in some astonishment. 

“Tt was in a poker game in El Paso,” 
replied the rancher. 

“What happened?” the land man 
asked. SS a 

“T won it with three 6’s,” calmly an- 
swered the rancher. 


Unique Modernization Loan Ad 


THE Howard National Bank and Trust 
Company (Burlington, Vt.) has a 
unique method of telling folks about its 
modernization loans. A recent ad pre- 
sents a cut-a-way illustration of a house. 
Forty lines—twenty coming in at vari- 
ous points of the illustration from the 
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left, and twenty from the right—suggest 
a like. number. of cases..where modern- 
ization. loans are applicable. These 
cases are enumerated in two columns 
running down both sides of the illus- 
tration. That is, number 16 is “Fire- 
place, mantel, flue, etc.” the line run- 
ning from these words to the fireplace 
in the cut-a-way illustration. Just about 
everything capable of being modern- 
ized, from roof to footing, is depicted. 
The copy that follows has a conserva- 
tive New England tang. It says, “Check 
your home for Convenience, Safety, 
Comfort. We welcome applications for 
Modernization Loans from. responsible 
citizens with steady income. Equal 
monthly payments consistent with your 
income.’ 


~~ 


‘“We Don’t Regard a Loan as a 
Favor’’ 


Tuis “stopper” tops an ad signed by 


the Worcester County Trust Company 
(Worcester, Mass.) and is followed by 
part selling, 


copy, part educational, 
which ‘reads: 

To a considerable extent the bank’s earn- 
ings depend upon a fair volume of short- 
term commercial loans. 

Because we must protect our depositors’ 
money and maintain a reasonable liquidity 
which allows for free withdrawals at any 
time, we can only grant loans which are for 
sound, self-liquidating purposes. 

But we don’t expect a “thank you” when 
we make a business loan. We are glad to 
make the as type of loan. 


~ 


Check and Triple Check 


“KILL Three Birds With One Stone— 
Pay By Check” heralds an ad of The 
Broad Street National Bank (Trenton, 
N. J.). The three “birds” are: (1) a 
safe, convenient method of payment; 
(2) a handy record of the transaction; 
(3) a bona-fide receipt. The- remain- 
ing copy says. “Be modern in handling 
your financial affairs. Use this up-to- 
the-minute checking service. Open your 


checking account at this conyenient. 


bank.” 


— 
Memo 


THREE-FOURTHS of ‘the ad (sized 4 
inches- by 52 inches). pictures a memo- 
randum ‘pad. .The memo‘is “From: a 
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Businessman” and “To: His Son.’ Copy 
of one ad in this series: reads, “Dear 
Son—Maybe I’m old-fashioned, but. I 
still. believe that the way to get: ahead 
is to save. At least, don’t depend on a 
rich. relative to die—because~ you 
haven’t any! Dad.” Copy of another 
reads, “Dear Son—I don’t think so much 
of the man who brags that he has the 
first dollar he ever made. But I do 
think a lot of the man who has 10 per 
cent. of his first dollar—and every dol- 
lar since—Dad.” These ads are from 
the American National Bank and Trust 
Company of Chicago (Ill.). 


~ 


The Flight of a Check | 


A SPLENDID piece of public relations 
work was accomplished by Richard H. 
Wells, assistant cashier of the Siéate- 
Planters Bank and Trust Company 
(Richmond, Va.) in assisting the Rich- 
mondt Times-Dispatch to print in its 
March 25 issue a full page of pictures 
illustrating the course of a check on 
a Detroit bank given by a young lady 
in payment for a dress purchased in a 
Richmond department store. Thirteen 
action photos, each appropriately cap- 
tioned, show the check’s progress from 
the teller’s window, to the transit de- 
partment, to the proof department, to 
the Recordak, to the Clearing House, 
to the bookkeeping department, the 
cancelling machine, the filing depart- 
ment, and the monthly statement. After 
looking at something like this, people 
won’t complain so loudly about service 


charges. 
~~ 


Experience Counts 


IT counts-in a Court of Law; it counts 
in Building and Architecture; it counts 
in Engineering Problems—and it ‘also 
counts in Banking. ‘Three recent ads 
from The American National Bank 
(Nashville, Tenn.) point the parallels 
between these three cases, and banking. 
The one on Law, for example has for 
its illustration a young lawyer pleading 
his case before the court. “Experience 
Counts” is the headline; and in bolder 
type, “In a Court of Law.” Copy reads, 
“The more specialized the knowledge 
coupled with experience your lawyer 
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has, the better he can look after your 
interests in court. It’s the same with 
banking—the more specialized knowl- 
edge a bank has the better it can look 
after your business interests. Back of 
the American National Bank are 55 
years of experience through: every kind 
of business condition.” 


— 


How Some Money Bags Missed a 
Trip up North 


CaROLINA for Carolinians, is the watch 
word of the American Trust Company 
{Charlotte, N. C.) and in an ad under 
the above heading, it tells an interest- 
ing story of stimulating local industry. 
It seems the bank uses yearly about 
$500 worth of heavy drill bags for 
shipping coins and currency. It used 
to buy these bags from northern supply 
houses because they weren’t made 


locally. But it “wasn’t logical to have 
Carolina drill shipped away to-be made 
up and sent back South” so the bank 
looked around a bit. The result is that 
a Charlotte clothing: manufacturer is 
making these bags during a slack sea- 
son. He buys South Carolina drill and 
uses North Carolina thread and gets a 
Charlotte printer to print the bags. The 
manufacturer makes a fair profit and 
the bank gets a better bag for less 
money. The ad closes with this para- 
graph: “Of course these little transac- 
tions are nothing to get excited about. 
Still, if we handle three or four ‘pur- 
chases in this manner and if many Caro- 
lina commercial and industrial concerns 
do likewise, we can get somewhere.” 

This ad, like other recent announce- 
ments of this bank, is directed towards 
increasing Carolina trade and industry 
on a sound and profitable basis. 


Who’s who in bank public relations 


ORN in Denver, Colorado, during 
the gay 90’s, L. E. Townsend 
moved to California shortly there- 

after and entered the public schools of 
Sacramento, there completing his high 
school education in 1905. 

That year, Mr. Townsend began his 
business career as a bell boy in the 
Wells Fargo Nevada bank, remaining 
with this institution until 1907 when 
he was transferred to the Merchants 
National Bank of San Francisco as head 
bookkeeper. 

Three years later he became asso- 
ciated with the First National Bank of 
San Francisco. From the teller’s de- 
partment he progressed to assistant 
manager of the credit department where 
he remained for seven years, handling 
advertising and publicity as a side- 
line. In 1918, Mr. Townsend became 
head of a new department—business ex- 
tension, advertising and publicity. In 
1920 he was elected an assitant cashier. 

Another three years found Mr. Town- 
send an assistant vice-president of the 
United Bank in charge of all promotion 
work, advertising, purchasing, and also 
chairman of the forms committee. When 
the United Bank was purchased by Bank 


of America, he was transferred to head 


office and assigned ot the analysis and 
research department to do special work, 
including the editing of the bank’s state- 
wide house organ. In 1933 he was 


L. E. TOWNSEND 
Assistant Vice-President, Bank of 
America, N. T. & S. A., San’ Fran- 

cisco, Calif. 
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transferred to the bank’s advertising 
and publicity department, was later ap- 
pointed assistant advertising manager 
and, in 1934, advertising manager. He 
is now an assistant vice-president of 
the Bank of America, N. T. & S. A. 

During this time, Mr. Townsend was 
identified with the American Institute 
of Banking, graduating from the Insti- 
tute in 1917 and subsequently serving 
on its board and on many of its com- 
miitees. In 1922 and 1923 he was a 
member of the faculty of the Institute’s 
San Francisco Chapter and in 1935 and 
1936 instructed classes in Constructive 
Customer Relations. Furthermore, he 
has served on the board of governors 
of the San Francisco Group of the Cali- 
fornia Bankers Association for seven 
years, for five years of this period as 
secretary-treasurer. 

Noteworthy are Mr. Townsend’s ac- 
tivities in civic and advertising circles. 
From 1916 to 1923 he was a member 
of the San Francisco Rotary Club. He 
joined the Advertising Club of San 
Francisco in 1914 and was, for seven 
years, the treasurer and a member of 


SALES 


TWENTY-FOUR states applied sales taxes 
in one form or another at the close of 
1937, according to The Index published 
by the New. York Trust Company. 

“The revenue which they collect, al- 
though varying greatly in the indi- 
vidual states because of the different 
forms the taxes take, has become a 
very formidable burden on the consum- 
ing public,” The Index says. “For the 
fiscal year 1936, the aggregate for all 
states was estimated at’ $351,706,000, 
by the National Industrial Conference 
Board, and at $336,465,000, by the 
Bureau of Business and Social Re- 
search of the University of Denver. 
Taking the: latter figure, this total 
represented 32.2 per cent. of all income 
of the states in which sales taxes were 
in operation, and may be’ compared 
with a total of $273,770;000. collected 
from the next most. important * tax 
source, state levies on gasoline. 

As applied to gross receipts or gross 
sales of all tangible property at retail, 
the rates varied from 1% of one per 


this organization. A vice-president of 
the Pacific Advertising. Clubs Associa- 
tion in 1930 and 1931, he is now presi- 
dent of this well-known group... And 
(as if this were not enough) he is also 
a director of the Financial Advertisers 
Association. 

Lou Townsend’s only known hobbies 
are advertising and personal relations, 
the latter taking the form of after-lunch 
speeches at the myriad noontime clubs 
that seem to dot the California land- 
scape. His associates suspect him also 
of a love of the sea as he lives within 
a few blocks of the. beach he never has 
time to visit. It is reported that Mr. 
Townsend’s son is so handsome that he 
obviouslf takes after his mother, but we 
cannot vouch for this except to say that 
if this be so young Townsend must be 
handsome indeed. 

Our informant reports that Lou 
Townsend’s favorite sport is going to 
see “Snow White and the Seven 
Dwarfs.” If this report is correct, it 
is really quite in keeping with Lou’s 
character. You see, Bank of America 
financed the picture. _ 


TAXES 


cent. of the gross receipts from all re- 
tail sales to 3 per cent. but the most 
common rate is a flat 2 per cent. 
“There is no question that the in- 
creasing use of sales taxes is still 
further complicating our already greatly 
confused tax system, and is imposing 
an added burden upon both manufac- 
turers and upon the consuming public,” 


The Index concludes. 
© 


“WAR IS DISASTER” 


EVERYONE knows by this time that war 
“prosperity” is not real prosperity. On 
the contrary, it is a profligate and dis- 
astrous waste of labor, capital and 
resources, financed by debt; and no 
country, whether involved or not, and 
even if temporarily stimulated, can 
escape its eventual consequences. What- 
ever the reasoning advanced, the capi- 
tal markets instinctively recognize that 
war is disaster—WNational City Bank 
(N. Y.) Letter. 


THE BANKERS MAGAZINE for May, 1938 





IN THE MONTHS NEWS 


Convention Dates 


GENERAL 


May 4-6—National Association of 
Mutual Savings Banks, Waldorf-As- 
toria Hotel, New York, N.-Y. 

May 12-14—National Safe Deposit Ad- 
visory Council, Bellevue Stratford 
Hotel, Philadelphia. 

June 6-10—American Institute of Bank- 
ing. Louisville, Ky. 

June 11—Robert Morris Associates. 
Skytop Lodge, Skytop, Penn. 

October 11-13—Morris Plan Bankers 
Association. The Greenbrier, White 
Sulphur Springs, West Va. 

October 31—November 3—Financial 
Advertisers Association. Fort Worth. 
Texas. : 

November 14-17—American Bankers 
Association. Rice Hotel, Houston, 
Texas. 

Nov. 14-16—National Association of 
Bank Auditors and Comptrollers, 
Houston, Texas. 

November 14-17—Association of Bank 
Women. Houston, Texas. 


STATE. AND SECTIONAL 

May 5-6—Oklahoma Bankers Associa- 
tion, Mayo Hotel, Tulsa. 

May 5-6—Tennessee Bankers Associa- 
tion. Andrew Jackson Hotel, Knox- 
ville. 

May 9-11—Missouri Bankers Associa- 
tion, Elms Hotel, Excelsior Springs. 

May 10-11—Louisiana and Mississippi 
Bankers Associations (joint meeting). 
Jung Hotel, New Orleans. 

May 12-13—Alabama Bankers Associa- 
tion, Battle House, Mobile. 

May 12-13—Kansas Bankers Associa- 
tion. Hutchinson. 

May 12-14—New Jersey Bankers Asso- 
ciation. Ambassador Hotel, Atlantic 
City. 

May 17-19—Texas Bankers Association. 
Texas Hotel, Fort Worth. 

May 18—New Jersey Savings Banks 
Association. Montclair Golf Club, 
Montclair. 
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May 18-20—Pennsylvania Bankers As- 
sociation. Bellevue Stratford Hotel. 
Philadelphia. 

May 23-24—Illinois Bankers Associa- 
tion. Abraham Lincoln Hotel, Spring- 
field. 

May 25-27—Arkansas 
sociation. Arlington 
Springs. 

May 25-27—California Bankers Asso- 
ciation. Hotel Del Monte, Del Monte, 
Calif. 

May 26-27—Indiana Bankers Associa- 
tion. French Lick Springs Hotel, 
French Lick Springs. 

May 26-27—Ohio Bankers Association. 
Dayton Biltmore Hotel, Dayton. 

May 26-27—South Carolina Bankers 
Association. Ocean Forest Hotel, 
Myrtle Beach. 

May 28-June 2—Maryland Bankers As- 
sociation. Bermuda Cruise on S. S. 
Reliance. 

May 30—Arkansas Bankers Association. 
Junior Bankers Section. Educational 
Conference. Little Rock. 

June 2-3—South Dakota Bankers Asso- 
ciation Marvin Hughitt Hotel. Huron. 

June 3-4—Utah Bankers Association. 
Hotel Utah, Salt Lake City. 

June 3-4—Joint Meeting New Mexico 
and Arizona Bankers Associations. 


As- 
Hot 


Bankers 
Hotel, 


El Rancho Hotel, Gallup, New Mex- 
ico. 

June 6-7—Idaho Bankers Association. 
Lewis and Clark Hotel, Lewiston. 
June 6-8—Iowa Bankers Association. 

Fort Des Moines Hotel, Des Moines. 
June 8—Connecticut Bankers Associa- 


tion. Brooklawn Country ~ Club, 
Bridgeport. 
June 8-9—Wisconsin Bankers Associa- 


tion. Hotel Pfister, Milwaukee. 
June 9-11— Massachusetts Bankers 

Association. New Ocean House, 

Swampscott. 
June 9-12—District of Columbia Bank- 
ers Association. The . Homestead, 
Hot Springs, Va. 
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June 9-10—Washington Bankers Asso- 
ciation. Seattle. 

June 10-11—North Dakota Bankers 
Association. Valley City. 

June 10-12—Vermont Bankers Associa- 
tion. Woodstock Inn, Woodstock. 
June 13-14—Oregon Bankers Associa- 

-tion. Hotel Benton, Corvallis. 

June 15—Rhode Island Bankers Asso- 
ciation. Providence. 

June 16-18—Montana Bankers Associa- 
tion. Helena. 

June 16-18—Virginia Bankers Associa- 
tion. The Homestead, Hot Springs. 

June 17-18—Colorado Bankers Associa- 
tion. Broadmoor Hotel, Colorado 
Springs. 

June 17-19—Maine Bankers Association. 
Poland Spring House, Poland. 

June 19-26—North Carolina Bankers 
Association. Nassau and Havana 
Cruise on S. S. Reliance. 

June 22-24—Michigan Bankers Associa- 
tion. Pantlind Hotel, Grand Rapids. 

June 23-25—Minnesota Bankers Asso- 
ciation. Nicollet Hotel, Minneapolis. 

June 23-25—West Virginia Bankers 
Association. The Greenbrier, White 


Sulphur Springs. 


June 25-27—New York Bankers Associa- 
tion. Saranac Inoy Upper Saranac. 
July 11-15—North’ Carolina Bankers 
Association. University of North 

Carolina, Chapel Hill. 

Aug. 24-27—Virginia Bankers Confer- 
ence. University of Virginia, Uni- 
versity. 

Sept. 8—Delaware Bankers Association. 
Hotel Henlopen,, Reheboth. 

Sept. 8-9—Maine Savings Banks Asso- 
ciation. 

Sept. 13-15—Kentucky Bankers Asso- 
ciation. Lafayette Hotel, Lexington. 


Anniversaries 


qOn April 12, 1938, the Rochester 
Trust & Safe Deposit Company cele- 
brated its 50th anniversary as Roches- 
ter’s pioneer trust company. A _ beau- 
tifully illustrated anniversary booklet 
has been issued to mark the birthday 
celebration. Bearing on its cover the 
bank’s official black and gold seal, this 
book entitled “Our First Fifty Years” 
vividly presents the growth of a busi- 
ness and of a city. The trust company 


ROBERT C. WATSON 


President, Rochester Trust and Safe 
Deposit Company, Rochester, N. Y. 


has lived through the years of Roches- 
ter’s greatest expansion—the years in 
which it was changing from the “Flour 
City” to the “Flower City,” and finally 
to a city known the world over as a 
home of skilled workmen—“A City 
Built by Hands.” Throughout the de- 
velopment of a new era, Rochester’s 
business and banking have progressed 
side by side. 

The bank was incorporated as the 
Safe Deposit Company of the City of 
Rochester on March 30, 1868, and op- 
erated for nineteen years as a safe de- 
posit organization only. On April 12, 
1884, by act of the New York State 
Legislature, the company was _incor- 
porated and its name was changed to 
Rochester Trust & Safe Deposit Com- 
pany. 

The formation of the trust company 
was a new enterprise in Western New 
York; business men were slow to sub- 
scribe for its capital stock and it was 
not until four years later that the trust 
company opened for business as the 
pioneer institution of the kind in its 
section. 

The bank’s present building was 
erected in 1903, and was added to and 
enlarged in 1928, when the company 
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merged with the Fidelity Trust Company 
of Rochester. Pictures of the bank 
building in the several stages of its 
growth have been included in the anni- 
versary booklet. 

Robert C. Watson, president of -the 
Rochester Trust, in a foreword to the 
booklet, pays tribute to the citizens of 
Rochester who, through their codpera- 
tion as directors and as members of the 
bank’s various committees, have helped 
to build up good will and make the 
bank an asset to the city. Mr. Watson, 
himself, is rounding out his forty-ninth 
year of service on the staff of the 
Rochester Trust. 


q Frank E. Forker, vice-president of 
Citizens National Trust & Savings Bank 
of Los Angeles, observed on April 11 
the anniversary of twenty-five years 
service with that institution. In 1913 he 
entered the former Citizens Trust & Sav- 
ings Bank which, in 1928, was consoli- 
dated with the Citizens National. He 
rose rapidly through the different 
grades, and by 1920 had become assist- 
ant cashier. In 1923 he became mana- 
ger of the Broadway office and three 
years later was made vice-president and 


superintendent of branches. Following 
the consolidation of the two banks, he 
moved to the present head office, where 
he is active as a loan officer and con- 
tinues to supervise credit policies in the 


branches. Outside the bank Mr. Forker 


is active in Masonic affairs. 


q April 11 and 12 marked the 90th 
anniversary of three of New York City’s 
savings banks. The banks are the East 
River Savings Bank, the Dry Dock Sav- 
ings Institution and the Union Square 
Savings Bank. 

The East River Savings Bank, of 
which Joseph A.. Broderick is presi- 
dent, first opened for business on May 
22, 1848, in the front parlor of its 
founder, John Leveridge. Since that 
first day total deposits have grown from 
$566 to $164,00,000 and the number 
of depositors from 13 to 189,000. Thir- 
teen was no unlucky number for the 
East River Savings Bank. 

The Dry Dock Savings Institution, 
Andrew J. Mills, president, has _like- 
wise developed from a small bank 
serving sailors, shipwrights and chand- 
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lers until now it has deposits of more 
than $150,000,000. It has absorbed 
the United States Savings Bank and 
last year opened a new main office on 
Lexington Avenue. 

To celebrate its 90th anniversary the 
Union Square Savings Bank is having 
its banking room remodeled and mod- 
ernized. When this bank was organ- 
ized as the Institution for Savings of 
Merchants’ Clerks, Union Square was a 
fashionable residential section. Irving 
Van Zandt is president. 


Associations 


q New president of the Reserve City 
Bankers Association is William Fulton 
Kurtz, president of the Transylvania 
Company of Philadelphia. The election 
was held at the convention of the asso- 
ciation at Bellaire, Fla., on March 30. 

Directors elected for a_ three-year 
term were Joseph S. Maxwell, vice- 
president of the New York Trust Com- 
pany, New York City, and Morton M. 
Prentis, president of the First National 


Bank, Baltimore, Md. 


qAt the annual convention of the 
Bankers of Georgia, held in Atlanta on 
April 22, J. T. Haley, vice-president of 
the City National Bank of Albany, was 
elected president, and Herbert Huck- 
abee, vice-president and cashier of the 
Bank of Fort Valley, was chosen as the 
new vice-president. 

Freeman Strickland, vice-president 
of the First National Bank of Atlanta, 
was re-elected treasurer, and Haynes 
McFadden, secretary. 


q Elected for another term as president 
of the Bankers Association for Foreign 
Trade is Dr. W. F. Gephart, vice-presi- 
dent of the First National Bank of St. 
Louis. Dr. Gephart was re-elected at 
the 16th annual meeting of the associa- 
tion held at French Lick Springs, In- 
diana. Other officers re-elected included: 
Joseph J. Rovensky, vice-president of 
the Chase National Bank of New York; 
Harry Salinger, vice-president of the 
First National Bank of Chicago; W. A. 
Mitchell, manager of J. P. Morgan & 
Company—all vice-presidents—R.__ T. 
White, vice-president of the Cleveland 
Trust Company, secretary, and Victor 
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J. Usher, manager of the foreign bureau 
of the Mellon National Bank of Pitts- 
burgh, treasurer. 


Bank Stocks 


q New York City bank stocks declined 
to a new 1938 low during March, ac- 
cording to Hoit, Rose & Troster. The 
weighted average of 17-leading issues 
opened March Ist at 45.54 and set 
month’s high of 45.96 on March 2nd. 
For the rest of the month, however, a 
downtrend developed which carried the 
list down to 35.94 during the day of 
March 31st. This is a new 1938 low 
and the lowest levels since December 
27, 1933. 

Closing March 3lst was_ slightly 
better at 36.20. 


Branch Banking 


@ Competition from branch banks is 
easier to meet than that of the strong 
independent bank, in the opinion of 
E. F. Julien, president and cashier -of 
the First National Bank of Riverdale, 
California. Although his bank is sur- 
rounded by branch banks, President 
Julien has no fears for the future. He 
bases his optimism on the opinion that 
branch banks cannot render a service 
equivalent to that of independent banks. 


q Bank of America N. T. & S. A. has 
established 148 branches since the 
banking holiday in California. Twenty- 
one of these succeeded national banks, 
84 succeeded state banks and 43 were 
established in localities where no 
predecessor banks existed. Twenty-five 
towns with no banking facilities at all 
were serviced. 


Bank Buildings 
@ Modernized and enlarged quarters 


are planned for the Merchants National 


Bank of Allentown, Pa. The Tilghman 


Moyer Company of Allentown has 
been engaged by the bank to do the 
modernizing job, which will include the 
rebuilding and taking in of another 
building recently purchased to provide 
room for expansion. 

The new building will include a num- 
ber of labor saving features which will 
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make for added -convenience to the pub- 
lic, and greater security as well—and 
the new quarters are. being designed to 
provide for the. growth and progress 
of years to come. 
- On completion of its new structure 
the bank will widen the scope of its 
services and will conduct its business 
on a scale it is at present unable to do 
because of inadequate facilities. 
Particular attention will be paid to 
the three vaults which are being erected 
in connection with the new building. 
The main security vault is being de- 
signed in accordance with the most: ad- 
vanced standards of burglar-proof con- 
struction and is being reinforced in the 
same manner as all of the Federal Re- 
serve bank vaults which have been 
erected throughout the country during 
the past 10 years. 


@ An estimated $32,000 has been in- 
vested by the First National Bank of 
Cedar Grove, New Jersey, in a new 
building and modern equipment. The 
new building, a one-story structure 32 
by 60 feet, is of brick construction with 
limestone front and bronze doors. Mod- 
ern safety deposit vaults have been in- 
cluded among the new equipment. 

Victor H. Strombach of Irvington, 
N. J., was the architect. 


Old marble, glass and steel cages have 
given way to new low-type counters of 
modern design in the First National 
Bank of Glens Falls, New York. Im- 
provements made by this bank in its 
equipment include additional coupon 
booths, a large executive room, and en- 
larged space for the bookkeeping de- 
partment. 


@ The Farmers National Bank of An- 
napolis, Maryland, will undergo ex- 
tensive enlargement and modernization 
to meet its need for added work space 
and public lobby area. The Tilghman 
Moyer Company, architects and en- 
gineers, who have specialized in the 
design and construction of bank and 
office buildings for more than a quarter 
of a century, have been engaged to 
modernize the present banking room 
and to build an addition in the rear. 
The new building will include a 
number of labor saving devices and 
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appointments which will, make for 
added convenience and security. Par- 
ticular attention will be- paid to the 
two new burglar-proof vaults. The main 
security vault is. being designed and 
reinforced after the pattern of the new 
Federal Reserve bank vaults, with a 
door of an overall thickness of nineteen 
and one-half inches. 


q Extensive remodeling of the Union 
Trust Company of St. Petersburg, Fla., 
has been completed. A balcony has 
been constructed in the rear of the main 
lobby for the offices of the chairman, 
C. E. Lowe, and the president, W. W. 
McEachern. Adjoining is the directors’ 
room. The trust department has been 
moved from the basement to the main 
floor and the space thus vacated has 
been made over into spacious private 
rooms for safety deposit box customers. 


q New quarters with a 40 per cent. in- 
crease in space have been completed 
in the midtown business section for the 
Commercial National Bank of Spartan- 
burgh, South Carolina. New low 
counters, acoustical treatment and _ in- 
direct lighting are among the modern 
features installed. Also new is a con- 
crete vault with a ten inch steel door 
and a one inch steel lining. It was 
designed by the Mosler Safe and Lock 
Company, New York City. 


Business Conditions 


q “There is one condition under which 
a Federal spending program might now 
contribute to bringing about. a lasting 
business recovery,” declares the annual 
report of the Economic Policy Commis- 
sion of the American Bankers Associa- 
tion, which was presented to the spring 
meeting of the Executive Council of 
the association at Biloxi, Mississippi, 
on April 13. 

“That condition,” continues the re- 


port, “is the creation by the Federal’ 


government of codperative relations be- 
tween itself and private enterprise that 
will create confidence in prospects for 
future profits.” 

Discussing current proposals for a 
renewal of pump-priming by the gov- 
ernment, the report describes the 
method as an “attempt to spend our 
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way back to prosperity by the lavish 
use of borrowed funds.” By creating a 
greater: demand for goods,: it assumes 
that the supply will adjust itself, and 
lasting recovery will be on the way: 
“Federal spending will not successfully 
prime the business pump until condi- 
tions exist which will permit business 
to be self-supporting, and to make nor- 
mal profits, and to restore normal em- 
ployment.” 


Changes 
q The Hellenic Bank and Trust Com- 


pany has announced the moving of its 
offices to 139 William Street, New 
York. The change was made on 


April 25. 


@ Stockholders approval has been ob- 
tained for the merger of the Camden 
(N. J.), Safe Deposit and Trust Com- 
pany and the West Jersey Trust Com- 
pany. The new institution will be 
known as the Camden Trust Company. 
A board of directors for sixty days has 
been named. 

The merger plans call for the issu- 
ance of 350,000 shares of “A” pre- 
ferred stock to be sold to the recon- 
struction Finance Corporation. The 
capital stock of the new bank is to be 
$2,734,750 made up of common shares 
and two classes of preferred. 


GA resolution adopted by the direc- 
tors of the Dunbar National Bank for 
liquidation of the bank will be pre- 
sented to the stockholders for ratifica- 
tion this month. The depositors will 
be paid in full and may withdraw their 
funds at their convenience. 

The Dunbar National Bank was or- 
ganized in 1928 by John D. Rocke- 
feller, Jr., to serve the residents of 
Harlem. The decision to liquidate 
comes with Mr. Rockefeller’s with- 
drawal from activity in the develop- 
ment of this community. Deposits in 
the bank at this time amount to over 


$3,000,000. 


Correspondent Relations 


q Affirming his belief in the unit bank- 
ing system, Carl W. Allendoerfer, vice- 
president of the First National Bank, 
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Kansas City, Missouri; stressed the ‘im- 
portance of correspondent. relations in 
his recent address before the regional 
conference of the American Bankers 
Association at Oklahoma City. ‘Corre- 
spondent bank: relations are: essential 
to an independent unit banking system, 
Mr. Allendoerfer said, and city and 
country banks should work together on 
investment problems. This is a time of 
many changes both scientific and politi- 
cal. City correspondents of country 
banks are invaluable in interpreting 
these changes and their effect on various 
investments. Both the city and the 
country banker will benefit by corre- 
spondent relations according to Mr. 


Allendoerfer. He says: 

“The city banker should realize that 
the maintenance of the bank corre- 
spondent relationship system is of great 
advantage to him, particularly since the 
payment of interest on demand _ bal- 
ances is no longer legal. He has an 
obligation to the smaller bank both by 
reason of the balances maintained with 
him and for the broader reason that in 
helping strengthen investment policies 
he is assisting in the maintenance of 
our present banking system. He must 
of necessity equip himself for the. selec- 
tion of investments for his own bank, 
and he should welcome the opportunity 
to share this equipment with his corre- 
spondents, and to add such special 
acquaintance with their problems as 
will enable him to be a sound advisor 
to his out of town friends. 

“The country banker may well say, 
‘Why not put our city correspondents 
to work for us, it may be that their 
advice is not too certain, but two heads 
are better than one and it is very likely 
that a broader vision of quality, diver- 
sification, liquidity, and maturity can 
be obtained through checking with one’s 
various city correspondents.’ ” 


@ That both sides must contribute 
something to get the best results was 
the point stressed by Arch W. Ander- 
son, vice-president of the Continental 
Illinois Bank and Trust Company of 
Chicago in his address at the regional 
banking conference of the American 
Bankers Association, at Indianapolis, 
Indiana. With loans on the decrease 
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banks are obliged more and more to 
rely upon investment income and, con- 
sequently, upon investment advice from 
correspondent banks. But banks should 
remember that a correspondent can be 
of only limited service to an inquiring 
bank that has no investment program. 
To get best results, therefore, you 
should both have .an investment pro- 
gram fitted to your bank and your com- 
munity and you should take the time 
to explain that program carefully to 
your correspondents by means of 
periodic personal visits.and conferences. 
In summing up, Mr. Anderson says: 
“You can reasonably expect your cor- 
respondent to do the following: 


“1. Provide factual information on 
individual securities. 

“2. Make suggestions and comments 
as to the investment policy of your 
bank. 

“3. Provide facilities for the direct 
purchase and sale of United States Gov- 
ernment and municipal securities. 

“4. Afford facilities for the purchase 
and sale of general market obligations 
through investment dealers, as a mat- 
ter of service only and not acting as 
principal. 

“5. Give consultation on the matter 
of statistical services without definite 
recommendation. 

“A correspondent should not be ex- 
pected to do three things: 

“1. Manage the bond portfolio of its 
customers. 

“2. Recommend ‘switches’ based upon 
speculative price movements. 

“3. Provide an alibi for the man re- 
sponsible for the bond account.” 


Costs 


q “Banks are corporations organized 
for profit, and are therefore subject to 
the same fundamental laws that govern 
all business, namely, that all costs plus 
profit must be recovered through sales.” 
This was the theme of a recent address 
by E. S. Woolley, C. P. A., of New 
York, at the recent Indianapolis regional 
conference of the American. Bankers 
Association. Mr. Woolley pointed out 
that the bank, like the store, must sell 
for more than its costs if it. is to con- 
tinue in business. A bank sells the use 
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of money wholesale. In turn, it pays 
for the use. of the depositors’ money. 
Much of this payment is in the form of 
services rendered, the cost of which is 
just as real as. interest paid out in 
money, and often more expensive to the 
bank. 

And, Mr. Woolley points out, until 
costs are allocated to the different serv- 
ices which the bank performs, the cost 
of each service cannot be known. But 
once this has been done the bank can 
with perfect fairness charge each cus- 
tomer for the services which he himself 
receives. 


Credit Department’ 


q The ease with which credit impostors 
obtain merchandise and the tendency to 
speculate in inventories are two weak- 
nesses in managements which are a 
dragging brake upon the progress of 
many commercial and industrial con- 
cerns, according to Roy A. Foulke, 
Dun & Bradstreet business analyst. In 
a booklet called Signs of the Times Mr. 
Foulke shows that these two faults have 
received little consideration in the 
analysis for the cause of decline in 
profits. Under the heading of “Failing 
for Profit’ the author gives in anecdote 
form several examples of a clever and 
unscrupulous technique that results in 
a 100 per cent. loss to many shippers. 
In brief it is this: A firm has a good 
reputation ef some years’ standing. For 
some good reason it either goes out of 
business or changes its name. This pro- 
vides the opportunity for the failure for 
profit man. He immediately organizes 
a company with the same name as the 
old company with the established repu- 
tation. Orders are sent for goods of 
every description and these are filled by 
dealers under the impression that they 
are dealing with the same reliable com- 
pany with whom they have dealt before. 
This, of course, is not the case. The 


goods so ordered are sold at once at- 
low prices and the phony company or- . 


ganizer makes himself scarce—without 
of course paying for anything. 

The: moral, says Mr. Foulke, is that 
unsolicited orders and orders for a type 
of goods not generally ordered by a 
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particular firm call for investigation 
first and delivery afterwards. 

Going on to the subject of inventories, 
Foulke relates how the excessive pur- 
chase of merchandise becomes sheer 
gambling and has tragic results because 
as inventories go up liabilities go up. 


Crime 


@ Armed with a sub-machine gun and 
three revolvers, four men held up the 
First National Bank of Allendale, New 
Jersey, on April 7 and escaped with 
loot estimated at from $10,000 to $15,- 
000. Five bank employes and two cus- 
tomers were in the building at the time. 
A vault key obtained from one of the 
employes at gun point enabled the 
bandits to get a considerable amount 
of cash, but another key to a compart- 
ment containing $6000 was overlooked. 
Men from the Federal Bureau of In- 
vestigation were called in immediately 
and bridges and roads have been 


watched. 


Deaths 


@ Word has been received of the death 
on March 28 of Thomas A. Marlow, 
president of the First National Bank 
and Trust Company of Helena, Mon- 


tana. 


q Frank E. Wheeler, vice-president of 
the Grace National Bank, New York, 
died as the result of a heart attack on 
April 11 while motoring home from a 
vacation in Florida. Mr. Wheeler be- 
gan his career as a clerk in the Fifth 
Avenue Bank of New York, later going 
to the Nassau National Bank in Brook- 
lyn and then to the old Hanover Na- 
tional Bank. For a time he was a bank 
examiner for the New York Clearing 
House Association and vice-president of 
the Union Exchange National Bank. 
In 1922 he joined the Grace National 
Bank as credit manager and later be- 
came vice-president of the bank and 
assistant treasurer of W. R. Grace & 
Co., operators of the Grace Line. 


q Charles Sumner Hamlin, first gover- 
nor of the Federal Reserve Board and 
former Assistant Secretary of the Treas- 
ury, died at his home ‘in Washington 
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on April 24 in his seventy-seventh: year. 
He had been ill for several months. 

_ Mr. Hamlin served as Assistant Sec- 
retary of the Treasury under President 
Cleveland and then under President 
Wilson, who appointed him first: gover- 
nor of the Federal Reserve Board in 
1914. He remained a member of the 
board until 1936, and since then has 
been special counsel of the board. 

During an exceptionally active pub- 
lic life, Mr. Hamlin served on many 
civic and government commissions. He 
was appointed Special Commissioner to 
Japan in 1897, and was a member of 
the United States Commission on Limi- 
tation of Armaments in 1908. He served 
on the Japanese Famine Relief Commit- 
tee in 1906 and was decorated by the 
Emperor of Japan for his services in 
1908. 

In 1902 and 1903 he was lecturer on 
the United States Government at Har- 
vard University, from which he had 
obtained his law degree in 1886. A 
member of the American Bar Associa- 
tion and the National Grange, he was 
the author of several digests on the Fed- 
eral Reserve and Commerce Laws. 

Mr. Hamlin was a native of Boston 
and son of one of the country’s oldest 
families. His friends remember him 
as a fine New England gentleman. 


q Charles Carpenter Harrington, presi- 
dent of the Mechanics National Bank of 
Providence, Rhode Island, and one of 
the oldest and best known bankers in 
New England, died last month at the 
age of 90. Mr. Carpenter started his 
career in 1868 as a clerk in the old 
Mechanics National Bank and remained 
with that organization until his death. 
He was a director of the Industrial Safe 
Deposit Company, a trustee of the Dex- 
ter Donation, first treasurer of the 
Providence Lying-In Hospital, and 
president of the Rhode Island Bible 
Society. 


Earnings 


q Net operating earnings of Manufac- 
turers Trust Company for the quarter 
ending March 31, 1938, were $1,812,- 
992 as against $2,196,300 for the same 
period last year. Dividends of $234,- 


563 were paid on preferred stock and 
452. 
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$824,958 on. common. stock, leaving a 
balance of $753,471. Of. this, amount, 
$235,185 was used to amortize bond 
premiums and for taxes, leaving $518,- 
286, which was transferred to reserve 
account. 

The statement of condition as of 
March 31, 1938, shows: deposits of 
$592,002,055 and resources of $709,- 
748,291. This compares with deposits 
of $610,292,530 and resources of $731.,- 
853,276 shown on December 31, 1937. 


@ Figures submitted to the Federal De- 
posit Insurance Corporation by 7442 
insured banks nonmembers of the Fed- 
eral Reserve System showed a decline 
from $58,000,000. in 1936. to $44,000,- 
000 in 1937 in net profits after recov- 
eries and charge-offs but before divi- 
dends. The smaller net profits: in 1937 
were due chiefly to a decrease in profits 
on securities of approximately .one-half. 
Losses on securities through sales and 
charge-offs were $28,000,000 in 1937, 
compared with $23,000,000 in 1936. 
Losses on loans and other assets were 
smaller in 1937 than in the preceding 
year. 

Common and preferred cash divi- 
dends declared and interest paid on 
capital amounted to $24,000,000, ap- 
proximately the same amount as was 
distributed in 1936. 


Education 


q An interesting outgrowth of the new 
trend toward professional education in 
banking is the summer conference of 
the North Carolina Bankers Association, 
to be held on the campus of the Uni- 
versity of North Carolina during the 
week of July 11 to 15, 1938. The first 
such conference was held in July of 
last year and will be repeated by the 
unanimous request of the more than two 
hundred bankers who attended. 

The conference is to be primarily a 
working affair with special emphasis 
on the study of practical operating 
problems. The program provides 
courses in Credit Administration, In- 
vestment Procedure, Costs, Analysis 
and Service Charges, Banking Research, 
Banking Regulations, and a discussion 
of Public Relations. Each — evening 
there will be an address by a speaker 






of national prominence in the field. of 
banking and:economics. Current litera- 
ture on pertinent: subjects will be avail- 
able to conference members and the 
University Library will be open 
throughout the session. 

Directors, presidents, vice-presidents, 
cashiers, junior officers and certain key 
employes in the banks of North Caro- 
lina are being urged to attend the con- 
ference for a blanket fee of $30.00. 

It is expected that similar forums 
will be held in at least a dozen states 
this summer. 


@ The Mississippi Bankers Association 
will sponsor with the School of Busi- 
ness Administration of State College a 
school of instruction for junior bank 
officers and employes. The session will 
be held from June 6 to 10. Courses 
will include operation of banks, loan 
and investment policies, banking laws 
and the like. Round-table discussions 


of bank problems will be included. 


Equipment 


q An after-hour depository for the con- 
venience of its depositors has been in- 
stalled by The Security Bank of Black- 
well, Okla. 


q Warring countries order the strong- 
est vaults, according to William Men- 
kel, vice-president of the Gotham Ad- 
vertising Company of New York City, 
in a letter published in the Burroughs 
Clearing House. Mr. Menkel includes 
with his letter a picture of the new 20- 
story skyscraper of the Bank of China 
now under construction, where workmen 
for the York Safe and Lock Company 
have been installing a giant vault all 
during the recent hostilities in Shang- 
hai. The same company also recently 
installed large vaults in the Bank of 
Japan in Tokyo, the Central Bank of 
Manchou, Hsingking, Manchoukuo, and 
the Bank of Madrid, Madrid, Spain. 


q There is no longer any risk of acci- 
dentally getting locked in the vault if 
your vault is equipped with the new 
safety device now being offered by the 
Mosler Safe Company, Hamilton, Ohio. 
The device consists of an inside handle 
which permits exit from the vault with- 
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out disturbing the combination lock or 
the outside door handle. The locking 
bolts automatically return to their 
places after the inside handle has been 
used. The fire-resistive qualities of the 
vault are not impaired nor does the 
device use any complicated mechanism. 


q Air conditioning has invaded even the 
telephone booth of the First Federal 
Savings and Loan Association of At- 
lanta, Georgia. The Carrier Corpora- 
tion recently installed a complete air 
conditioning system in the association’s 
building and extended the installation 
to include the telephone booth in the 
lobby. A special outlet grille was 
placed at the top of the booth and the 
speed of the air released was checked 
by an improvised “air brake.” A con- 
tinuous supply of fresh air is poured 
into the booth and humidity and tem- 
perature are regulated to balance the 
heat load thrown off by the human body 
in the small space. 

The air conditioning set up is in line 
with the association’s policy of mod- 
ernization. The counter space is en- 
tirely open with no glass partitions 
separating the patron and the teller, 
walls are decorated with murals, ceil- 
ings are treated for perfect acoustics 
and the furniture is of airline design. 


q The latest type of after hour deposi- 
tory is being installed by the Oklahoma 
State Bank of Ada, Oklahoma. The 
work is being done by the O. B. Mc- 
Clintock Company of Minneapolis, 
manufacturers of bank protective equip- 
ment. 


Federal Reserve System | 


q Suggestions by member banks of the 
Federal Reserve System as to how the 
Reserve System may enlarge and render 
more valuable the scope of its services 
have recently been prepared in digest 
form by the Federal Advisory Council. 
The digest, which takes up such mat- 
ters as rediscount facilities and open- 
market operations and the question of 
delegating greater autonomy to the lo- 
cal Reserve banks, will be presented to 
the Reserve Board at its meeting with 
the council this month. 
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Foreign Trade 


q A new handbook of interest to every- 
one trading with foreign countries is 
being distributed by the First National 
Bank of Chicago. Titled “Credit and 
Economic Conditions of Countries With 
Restrictions Governing Trade, Currency 
and Exchange,” the booklet lists 38 
countries alphabetically showing in each 
case how current drafts are paid, ap- 
proximate delay in receiving remit- 
tances and present trends in payments. 
Other information furnished includes: 
Principal ‘imports, principal exports, 
exchange and trade restrictions, general 
conditions, government finances, unit of 
exchange and population. 

Harry Salinger is vice-president in 
charge of the foreign department of the 
First National Bank of Chicago. 


Government Competition 


q If investment bankers cannot supply 
the funds needed to keep the economic 
machinery running, the Government 
may take over the job—this was the 
warning delivered by John W. Hanes, 
new member of the Securities Exchange 
Commission, at the third annual Cen- 
tral States group conference of the In- 
vestment Bankers Association of 
America. 

Mr. Hanes, himself an investment 
banker for many years with the firm 
of Charles D. Barney & Co., said that 
the furnishing of capital to industry is 
urgent and declared: 

“Maybe the answer lies in changes in 
existing machinery, maybe it lies in 
the addition of new governmental or 
semi-governmental agencies to assist 
banking and distributing organizations 
to do the job which is really theirs.” 

Mr. Hanes put the problem up to the 
investment bankers by declaring that 
the job of financing business was one 
that must be done and that it was up 
to the investment bankers, though the 
fault was not all theirs, to find remedies 
which make it possible for it to be 
done. 


Holding Companies 


q A. P. Giannini’s Transamerica Cor- 
poration through the Occidental Life 
Insurance Company, which it controls, 
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is taking over the Hercules Life Insur- 
ance Company from Sears, Roebuck and 
Company, according to a recent an- 
nouncement made by General Wood. 
Hercules was formed by Sears in 1934 
and is being given up because of the 
difficulty experienced in selling life in- 
surance from a catalogue. Other insur- 
ance companies which Sears control are 
the Allstate Insurance Company and 
the Allstate Fire Insurance Company, 
which write chiefly automobile insur- 
ance. These three companies showed a 
net loss of $176,390 in 1937, according 
to the annual report of Sears, after us- 
ing about $300,000 to adjust securities 
to market values and increasing re- 


serves about $150,000. 


q Transamerica Corporation’s holdings 
in the National City Bank of New York 
have been cut from over 10 per cent. 
to less than 8 per cent., according to 
the annual report of the corporation 
for 1937. This means that National 
City will not be classified as controlled 
by Transamerica and therefore pre- 
vented from opening new branches un- 
der the terms of the Bank Holding 
Company Bill proposed by Senator 
Carter Glass. In this bill control is 
defined as ownership of more than 10 
per cent. of a bank’s stock. At thé 
close of 1936 Transamerica Corporation 
held 10.9 per cent. of the shares of the 
National City Bank, but the latest re- 
port shows that on December 1, 1937, 
these holdings had been cut to 8.75 per 
cent. of the outstanding shares of capi- 
tal stock. 


Investments 


q Urging that bonds in banks be valued 
at a “fair market” rather than at the 
price in the securities markets, Henry 
H. Heimann, executive manager of the 
National Association of Credit Men, de- 
clares in his current Monthly Business 
Review that the psychological effect of 
declining bond prices on general busi- 
ness conditions is almost as important 
as the actual financial effect of the de- 
cline on banks. 

He points out that while in periods 
of normal conditions the stock exchange 
serves a useful purpose in reflecting fair 
market value appraisals, it fails to at- 
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tain this objective during periods of 
distress and the wide publicity given 
to stock exchange values produces a 
dangerous psychological effect. 


Legislation 


q An appeal for united protest against 
Regulation O of the Federal Reserve 
Board by all banks adversely effected is 
carried in the April 8 issue of the Pro- 
tective Bulletin of the Pennsylvania 
Bankers Association. The regulation in 
question governs the making of loans 
to “executive” officers of member banks. 
The board has received requests to omit 
inactive officers from the provisions of 
Regulation O, but has so far seen it 
inadvisable to do so. The board’s rea- 
son for refusal, as quoted in the Bulle- 
tin, is that the purpose of the regulation 
is to prevent the exercise of undue in- 
fluence by executive officers of member 
banks in obtaining credit from the 
banks they serve and it is the board’s 
view that the exercise of such influence 
may be present in the case of inactive 
or honorary officers. 

The Bulletin points out in rebuttal 
that the practical effect of the regula- 
tion is to discriminate directly and un- 
justly between members of the same 
board of directors. For example, a 
country bank president or vice-president 
requiring a loan above $2500 must re- 
sign his office and become a member of 
the board of directors without office. 


q Marriner S. Eccles, chairman of the 
Federal Reserve Board, testified in a 
hearing of the House Banking and Cur- 
rency Committee last month that the 
board saw nothing in the Patman Fed- 
eral Reserve Bank Government owner- 
ship bill to bring about the needed im- 
provement in the nation’s banking 
system. 

Points made by Chairman Eccles 
were: 


1. “The main objective of the bill 
is not practicable.” 

2. “The evils which the reorganiza- 
tion features of the bill propose to cor- 
rect do not exist.” 

3. “The organization which it pro- 
poses to establish would result in less 
satisfactory service to the country.” 
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4. “The enactment of the bill would 
be a backward step in the development 
of the banking system in the public 
interest.” 

The general monetary policy of the 
board, he said, is a desire “to contribute 
to the maintenance of a flow of money 
and income through the channels of 
trade, industry and agriculture that 
would tend to utilize to the full the 
country’s human and material re- 
sources.” 

Chairman Eccles especially opposed 
enlarging the board to fifteen members 
and throwing open the membership to 
all banks without responsibility or ob- 
ligation. 


GA bill to put upon the Federal Re- 
serve Board the duty of regulating the 
value of the dollar and to make that 
body responsible only to Congress has 
been promised by Senator Logan of 
Kentucky. The board would be ordered 
to “establish a dollar of stable, per- 
manent debt-paying and _ purchasing 
power.” The Patman bill, which pro- 
vides similarly for Government control 
of the Federal Reserve System, has met 
with stiff opposition. 


Loans 


q That the percentage of loans to bank 
deposits is decreasing consistently is 
pointed out in the current issue of the 
Bulletin of the Cleveland Trust Com- 
pany by Col. Leonard P. Ayres who 
says: 


The loans of all the commercial banks 
in this country now amount to about 16 
billion dollars, while the deposits in those 
same banks are about 41 billion dollars. 
For every dollar that is loaned there are 
over two and one half dollars of deposits. 
This is an entirely new kind of banking 
situation, and it is one that has developed 
during the depression years. During nearly 
40 years before the depression the loans of 
the commercial banks were not much less 
than the deposits, and during some years 
in the 1890's the loans were greater than 
the deposits. 

In the upper part of the diagram (see 
chart) the solid line represents in billions 
of dollars the annual changes in the de- 
posits of commercial banks during the 47 
years from 1890 through 1936. The dashed 
line represents in a similar way the changes 
in the volume of the loans of the same 
banks. From 1890 to 1898 the loans were 
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slightly greater than the deposits. Then 
the deposits gradually rose above the loans 
until in. 1929 they were some 23 per cent. 
above them. Since then the deposits have 
been progressively much greater than’ the 
loans. 

In the lower part of the diagram the 
solid line shows for each year the per cent. 
that the deposits. were of the loans. In 
1890 they were only 84 per cent. as. great, 
but by 1898 they had exceeded ‘the loans. 
Then up to the time of the World War 
the deposits were consistently about 10 per 
cent. more than the loans. After the war 
and up to the beginning of the Great De- 
pression the deposits were from 20 to 30 
per cent. greater than the loans. Since 
then there has developed an entirely new 
relationship. . By 1936 the deposits were 157 
per cent. greater than the loans, and in 
1937 they were more than 150 per cent. 
above them. 

Bank deposits that are in excess of loans 
are often referred to as being excess’ de- 
posits. Thirty years ago it was considered 
good banking practice to have loans that 
were about equal to deposits, and invest- 
ments that were about equal to the capital 
funds of the institution. Since then invest- 
ments have grown in importance, and bank 
loans ‘have declined in relative status. At 
present the most important bank invest- 
ments are the Government securities, and it 
is the money derived from Government bor- 
rowing and spending that’ has lifted. the 
volume of bank deposits by some 15 billion 
dollars during the depression years. 

There are dangers in this -situation which 
will surely create difficult price and money 
problems at some future time. The de- 
posits are not subject to credit control. 
They represent credit that has been brought 
into existence by the Government. They 
are in the names of individuals and cor- 
porations that are free to spend them when 
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and how they please. Our dollars used 
to represent in the main business credit that 
swelled in prosperous times,. and shrank 
during depressions.. They now largely 
represent Government debt which increases 
rapidly in hard times and less rapidly in 
good times. 


q “The banks lost what looks like an 
opportunity,” says The American 
Banker, “when they did not offer to 
serve as a clearing house for informa- 
tion and help on RFC loans. Who 
knows but that, in advising applicants 
about the way to apply to the RFC, 
some business which they could accept 
might not show up. . . . Even if it did 
not, their representatives would be mak- 
ing friends who might afterwards. be- 
come customers of the bank in one way 
or another.” 


@ To the country banker considering 
the granting of a loan the moral risk 
of the maker is more important. than 
the collateral back of the loan, accord- 
ing to H. W. Koeneke, president of the 
Security Bank of Ponca City, Okla- 
homa, at the recent regional confer- 
ence of the American Bankers Associa- 
tion at Oklahoma City. Speaking on 
the loan policies of a country banker, 
Mr. Koeneke stressed the importance of 
sincere interest in and friendly contact 
with customers. The banker with the 
glass eye and ice water in his veins has 
no place in the country bank. © Chattel 
mortgage loans constitute a large part 
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of the loans in:the average country bank 
and’ this type of loan requires special 
knowledge and careful ‘supervision. 
When lending money on livestock it is 
well ‘to consider the moral character of 
the borrower ‘and to in no case advance 
more than 50 per cent. of the appraised 
value of the animals. These things are 
important because it is. the . livestock 
that provides the farmer’s living and in 
the event of a forced sale ill will to- 
ward the bank would be bound to re- 
sult. 

Personal loans and automobile 
financing «are also profitable for the 
country bank, Mr. Koeneke ‘said. Every 
type of borrower is represented at his 
bank—the industrial worker, the clerk, 
the farmer, the merchant and profes- 
sional men. 


q The cause of the small business need- 
ing capital has been’ taken up by the 
Federal Reserve Bank of St. Louis in a 
letter sent to all banks in jts district 
calling attention to the machinery set 
up by Congress in the laws passed ~in 
June, 1934. Section 13b of this law 
provides for financial assistance to 
small business either in the form of di- 
rect loans or commitments by Federal 
Reserve banks to commercial banks or 
financing institutions. To date the 
St. Louis bank has approved advances 
and commitments amounting to about 
$10,000,000. Eighty-nine per cent. of 
the money involved has been returned, 
proving the soundness of the-plan. The 
St. Louis bank, according to President 
Martin;..has encouraged commercial 
banks to participate and carry out the 
entire loan with a commitment from 
the Federal Reserve Bank to take up 
the loan at any time during the life 
of the commitment. It is urged in the 
letter that all financial institutions in 
the district bring to the notice of the 
St. Louis Federal Reserve Bank any 
business which is unable to obtain work- 
ing capital from the usual sources. 


Management 


{Many ‘losses can be prevented and 
much expense avoided by the increased 
efficiency resulting from the  over- 
hauling of a bank’s internal organiza- 


tion, said Fred ‘C. Kellogg, chief of the 


THE BANKERS MAGAZINE for May, 1938 


division of liquidation of the Federal 
Deposit Insurance Corporation, in an 
address before the Wisconsin Bankers 
Association. A great deal of commend- 
able improvement has -been made in 
recent ‘years, ‘but there ‘is still much 
to be done, stated Mr. Kellogg drawing 
his conclusions from observations made 
while trying to determine the situation 
in some of the closed banks. 


Mortgages 


@ Stating the conditions under which 
it would make housing loans and buy 
mortgages insured by FHA, the National 
Mortgage Association, an RFC subsid- 
iary, recently sent a letter to more than 
10,000 banks, building and loan asso- 
ciations, and mortgage companies. The 
conditions in brief are: 

1. Mortgages up to $16,000, insured 
and covering one-family to four-family 
dwellings, will be purchased at a price 
equal to the unpaid principal plus ac- 
crued interest. 

2. Institutions selling mortgages will 
be expected to service them for the asso- 
ciation for a fee of three-quarters of 1 
per cent., to be paid out of the interest 
collected. 

3. The association will make commit- 
ments to purchase for future delivery 
mortgages that are to be insured (un- 
der section 203) when the transaction 
is completed. Since no government 
agency is permitted to originate loans 
insured under section 203, all applica- 
tions must be made to institutions that 
have qualified with the FHA as ap- 
proved mortgagees to handle this type 
of loan. 

4. Direct loans under section 207 and 
210 covering fixed dividend housing 
projects up to $5,000,000 and covering 
apartment houses up to $200,000 will 
be made by the association or mort- 
gages ‘securing loans in these categories 
will be purchased. The interest rate 
will be 414 -per cent. for loans made 
under section 207 and 5 per cent. for 
those made under section 210. 


National Banks 


{Loans made under Title I of the Na- 
tional Housing Act should not be classi- 
fied as real estate loans subject to the 


457 





provisions of section 24 of the Federal 
Reserve Act, it was stated recently by 
J. F. T. O'Connor, comptroller of the 
currency, in a letter sent to all national 
bank examiners. These insured loans, 
he said, are hased on the character and 
earning power of the borrower and the 
protection afforded the bank by Federal 
insurance. Therefore, although in many 
cases additional security is taken by 
banks in the form of mortgages, these 
loans should not be classed as real es- 
tate loans. 


National Foreign Trade Week 


q National Foreign Trade Week is 
scheduled to get under way May 22 
with about 1700 local groups including 
chambers of commerce, trade associa- 
tions, women’s groups, religious and 
peace associations, public schools and 
port commissions throughout the coun- 
try participating. Outstanding among 
the program features are the recogni- 
tion of the Foreign Trade Week by the 
New York World’s Fair and the World 
Trade Dinner which is to take place 
on Wednesday, May 25, with a nation- 
wide broadcast. 

The purpose of the week is set forth 
in a bulletin recently issued: “National 
Foreign Trade Week aims to arouse 
public opinion to the realization that 
our domestic prosperity is dependent 
upon larger exports, and that we can- 
not sell unless we buy, export unless 
we import. It seeks to spread the truth 
that under normal conditions our ex- 
ports our imports, and our industrial 
activity all rise and fall on the same 
wave length by authority of economic 
law. Nowhere is the fact that foreign 
trade need be two-way of greater im- 
portance than in the city of New York, 
since approximately one-half of all the 
nation’s imports enter the country 
through the port of New York.” 

Those sponsoring the week regard as 
beneficial to the nation the reciprocal 
trade treaties which have been nego- 
tiated by Secretary of State Hull. These, 
they say, have been largely responsible 
for a 30 per cent. increase in foreign 
business this year over the similar 
period of last year. Last year nations 
that had made trade agreements with 
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us increased their imports from the 
United States by over 40 per cent. 
Other nations absorbed two billion dol- 
lars’ worth of: our goods last year as 
compared with five hundred million 
dollars’ worth we absorbed, according 
to the figures given out. 


New Banks 
@ The New Union Bank of Commerce 


of Cleveland underwent spring house 
cleaning preparatory to its opening on 
May 1. Workmen on scaffolding cleaned 
away the accumulated grime of eight 
years. The opening of the new bank, 
successor to the Union Trust Company, 
has been delayed by injunction suits, 
but opening plans are now complete 
and $38,000,000 of Union Trust de- 
posits were scheduled to be released 
immediately. 

The new bank had its first depositor 
before the doors opened. Henry H. 
Pleasant, attorney, mailed in a check 
for deposit to satisfy his desire to be 
the first depositor of the new institu- 
tion. 

The election of four vice-presidents 
has been announced by President Oscar 
L. Cox. They are Charles B. Ander- 
son, Harry F. Burmester, Harry E. Hills 
and Ernest N. Wagley. All have been 
associated with Mr. Cox in administer- 
ing the affairs of the Union Trust Com- 


pany. 


Pay-as-You-Go Banking 


g Another CheckMaster installation was 
made on April 7 when the Guilford 
Trust Company, Guilford, Conn., intro- 
duced no-minimum balance checking 
accounts under the direction of P. M. 
Griswold, treasurer. CheckMaster is 
the original no minimum balance check- 
ing account plan in which the deposi- 
tor pays 5 cents for each check drawn 
and each item deposited. 

The Bank of Waterford, Waterford, 
New York, also installed a CheckMaster 
department under the direction of 
W. B. Bishop, president. The bank is 
a member of the Federal Deposit In- 
surance Corporation and has resources 
of $1,700,000. 

The CheckMaster Plan was also in- 
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augurated in two Connecticut banks last 
month—in the Torrington National 
Bank and Trust Company, with _re- 
sources of $10,600,000, under the di- 
rection of Frank W. Baldwin, vice- 
president, and in the Waterbury 
National Bank, resources $5,800,000, 
with Charles F. Lewis, assistant cashier, 
in charge. Both banks are members of 
the Federal Reserve System and the 
Federal Deposit Insurance Corporation. 


G Bankers in small cities of 20,000 to 
25,000 will find a pay-as-you-go check- 
ing system brings in profits with little 
loss of good will, according to the re- 
sults of a survey made by William H. 
Kniffin, vice-president and trust officer 
of the Bank of Rockville Centre (New 
York) Trust Company. Mr. Kniffin, 
author of “The Practical Work of a 
Bank” and other well-known books on 
banking, combined the results of his 
own bank and of the Nassau County 
National Bank, also of Rockville Cen- 
tre, in his survey. The nef profits of 
the two banks from their service charges 
were $2,139.88 in 1937. The plan used 
was the Metered Check System, Inc. 
Check books containing twenty checks 
were sold to the customers for $1.00 and 
deposits were charged for at the rate 
of five cents for each item of cash and 
each check. 2392 check books were 
sold to depositors and 8221 deposits 
were made. 

The service rendered, Mr. Kniffin re- 
ports, was one that the depositors ap- 
preciated. Rockville Centre is a typical 


American community of about 5000 
homes. 


Personal 


qH. B. Clarke has been appointed 
Tennessee State Superintendent of 
Banks. He has been a state bank ex- 
aminer since 1928 and prior to that 
was assistant cashier of the Bank of 
Troy. 


q Philip R. Clarke, president of the City 
National Bank and Trust Company of 
Chicago, was elected to the board of 
directors of the United States Steel 
Corporation at a meeting held in New 
York on April 5. Clarke is well known 
in Chicago circles for an active career 
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in various benevolent and civic organ- 
izations. 

His work during the war period, 
when he headed all five of the Liberty 
Loan campaigns in Chicago, was so out- 
standing that in 1930 he was again 
called to raise $75,000,000 to meet a 
local government emergency.. In 1931 
he was made chairman of the first Gov- 
ernor’s Unemployment Commission to 
raise $5,000,000 in Cook County in be- 
half of the unemployed. 

In banking, Mr. Clarke is vice chair- 
man of the Chicago Clearing House 
Committee, and has served as a director 
of the board and chairman of the Com- 
mittee on Standardization of the Asso- 
ciation of Reserve City Bankers. 


q Norman M. Tucker, who until re- 
cently has been president of California 
Municipal Statistics, Inc., has been ap- 
pointed a representative of the Chase 
National Bank in California. Mr. 
Tucker, who is widely known as an au- 
thority on West Coast municpial issues, 
will represent the bond department of 
the Chase National Bank in its business 
and contacts with California banks, in- 
stitutions and dealers. He is a native 
of Bellingham, Washington, and a 
graduate of Leland Stanford University. 


q New director of the City National 
Bank and Trust Company is Lester 
Armour, who fills the vacancy caused 
by resignation of Charles S. Dewey. 
Mr. Armour is connected with the pack- 
ing industry in Chicago, director of sev- 
eral American stockyard companies, a 
director and member of the executive 
committee of the Rathborne, Hair & 
Ridgway Company, and director of the 
United Air Lines Transport Corpora- 
tion and the Aro Equipment Corpora- 
tion. 


@ George F. Warren, vice-president of 
the Chase National Bank of New York, 
has been reélected treasurer of the As- 
sociated Hospital Service of New York 
City by the board of directors. The 
meeting was held at the Bankers Club. 
All other officers were also reélected. 


@ The Federal Reserve Board has ap- 
pointed Marion B. Folsom, treasurer of 
the Eastman Kodak Company of 
Rochester, a director of the Buffalo 
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branch of the Federal Reserve Bank of 
New York. His term will expire on 
December 31, 1938. 


q@ Francis Biddle has been appointed a 
director of the Philadelphia Federal 
Reserve Bank, according to an an- 
nouncement issued by the board of gov- 
ernors of the Federal Reserve System. 
His term will expire on December 31, 


1940. 


Personnel 


qt will not be long now before the 
Mutual Bank and Trust Company of 
St. Louis, Mo., sets up a spring train- 
ing camp in Florida. Believing that 
efficiency is essential and that efficiency 
is to be attained by practice, President 
Byron Moser of the Mutual Bank and 
Trust Company “has been putting his 
men through a series of time trials 
checked with a stop watch. A-series 
of contests between tellers has been in- 
augurated and practice sessions are held 
in the directors’ room with two officers 
holding the watches on the contestants. 
In this way President Moser expécts 
the tellers to achieve 100 per cent. -effi- 
ciency in counting money. 


Real Estate 


G Over $100,000,000 in new business 
has been recorded on the books of the 
Federal Housing Administration since 
President Roosevelt on February 3 
signed the bill amending the Federal 
Housing Act, according to an announce- 
ment made in March by Administrator 
Stuart McDonald. Each week has 
shown a steady increase. 

About $70,000,000 of the new busi- 
ness recorded, it is estimated, repre- 
sents proposed new construction and a 
part of the remainder consists -of mort- 
gages on residential construction al- 
ready in progress. 


q The lone wolf -is likely to be a dead 
wolf in the opinion of James M. 
Shackleton, executive vice-president and 
cashier of the Saginaw State Bank, 
Saginaw, Michigan in an address before 
the regfonal conference ‘of the Ameri- 
can Bankers Association: held at In- 
dianapolis, Indiana. Speaking on the 
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subject of the formation of: regional 
clearing house associations, Mr. Shackle- 
ton urged the first-hand exchange of 
ideas between small groups of intimate 
acquaintances as more-effective than all 
the books, articles and talks at conven- 
tions.. Many bankers in the past have 
purchased their wisdom and banking 
knowledge at great expense through the 
trial and error method. If.these bank- 
ers would ‘get together and exchange the 
ideas and knowledge they have gained 
by experience, the results would be of 
marked benefit to the profession, Mr. 
Shackleton said. 

Speaking on the same subject before 
the regional banking conference at 
Oklahoma City, James H. Penick, presi- 
dent of the Arkansas Bankers Associa- 
tion and executive vice-president of 
W. B. Worthem Company, Little Rock 
bankers, pointed out the immediate 
practical benefits that the organization 
provided by .regional clearing houses 
made. possible. Such plans as_ the 
service charge are ‘discussed, agreed 
upon and sold to the customers by con- 
certed action. On the other hand, ex- 
penses, Mr. Penick asserted, are limited 
to, printing and postage costs for notices. 
Each member or delegate himself takes 
care of all personal expenses such as 
meals, transportation and the like. 


Bank Reserves 


q Last month’s reduction of reserve re- 
quirements on all classes of deposits of 
all Federal Reserve member banks in- 
creased the total excess reserves by 
about $750,000,000, and put into effect 
virtually the same requirements that 
were in effect just before May 1, 1937. 
The step marked a reversal of the Re- 
serve Board’s previous policy of in- 
creasing requirements to check credit 
expansion. The board’s sole comment 
on the new action was that it is “a 
part of the government’s program for 
encouragement of business recovery.” 


@ Reserves of member banks of the 
Federal Reserve system are now better 
distributed than they were last spring 
after the final increase ‘in requirements, 
according to a recent survey reported in 
the Federal Reserve Board’s March bul- 
letin..: The recent growth in ‘excess re- 


THE BANKERS MAGAZINE for May, 1938 





serves had been mainly in the banks of 
New York City, where reserves had been 
the lowest:and where the bankers’ bal- 
ances are held. Funds are now dis- 
tributed more nearly in accordance with 
the needs of the different classes of 
member banks. 

The survey also showed that excess 
reserves are still relatively larger at 
country banks than at city banks, in 
spite of the recent increase of reserves 
of city banks; that correspondent bal- 
ances of country banks are as large as 
they were last March; that in the week 
ended on January 14, 6 per cent. of 
member banks had excess reserves of 
less than 10 per cent. and correspond- 
ent balances of less than 50 per cent. of 
required reserves. 


Savings 
q The Federal Reserve Board is discus- 


sing the possibility of a reduction of 
maximum interest rates, it is learned 
from the bulletin of the Idaho Bankers 
Association. The discussion is along the 
lines of discontinuing interest on sav- 
ings and time deposits under $50.00, 
with a maximum of $1,000 at 1 per 
cent. instead of 2 per cent. 


q Figures released last month by the 
Savings Banks Association of the State 
of New York show continued gains in 
total deposits in the savings banks of 
the state for the quarter ending March 
31, 1938, as well as for the six months 
period and the annual period ending 
on the same date. The amount now 
standing to the credit of depositors in 
the mutual savings banks of the state is 
$5,329,443,510. 

The gain in deposits for the quarter 
totaled $39,853,697, including dividends 
of twenty-four million dollars; for the 
six months period ending March 31, 
1938 the deposit increase was $38,- 
184,269, and for the year ending that 
same date, $51,002,485. 

The total number of accounts is re- 
ported as 5,953,883, an increase of 
39,470 over last year. There is now an 
average of more than one account per 
family throughout the state. 

“It is perhaps natural,” said Andrew 
Mills, Jr., president of the association 
and president of the Dry Dock Savings 
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Institution, “that the savings banks in 
the state, which are the oldest form of 
banking available to the great mass of 
people, should receive a substantial pro- 
portion of the increased savings. From 
the latest figures available it appears 
that the increase represented by: mutual 
savings bank deposits and depositors is 
substantially in excess of that recorded 
by any other thrift agencies, such as 
Postal Savings and U. S. Government 
savings bonds. 

“We in the savings bank business are 
more convinced than ever that the great 
body of the public has had enough of 
speculation and is interested almost ex- 
clusively in safety for the money it has 
saved: by hard work: and self-denial.” 


@ New York State’s savings bank life 
insurance bill was made law with the 
signature of Governor Lehman on April 
6. The governor hailed the bill, which 
provides for the writing of life insurance 
by savings banks up to $1,000 per per- 
son, as a great social experiment that 
should do much for the lower income 
groups. 

The purpose of the act is to provide 
cheaper insurance in small amounts than 
is now supplied by so-called industrial 
insurance. Cutting of overhead expense 
is expected to make the cheaper rate 
possible. The new system is in no way 
expected to compete with regular in- 
surance companies, the authorities say. 
No more than $3,000 in savings bank 
life insurance may be taken out by any 
one individual no matter how many 
banks are applied to. 

Immediately after the governor signed 
the bill, Louis H. Pink, superintendent 
of insurance, announced the appoint- 
ment of Paul R. Taylor, deputy superin- 
tendent of insurance and former assem- 
blyman, as state supervisor of savings 
bank insurance. Mr. Taylor will offi- 
cially take office on July 1, but will in 
the meantime work unofficially on pre- 
liminary matters. 


Service Charges 
@ Too great a price can be, and often 


has been paid by banks for good will, 
according to Robert H. Myers, vice- 
president of the Merchants National 
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Trust and Savings Company of Muncie 
in an address: before the regional con- 
ference of the American Bankers Asso- 
ciation held recently at Indianapolis, 
Indiana. Speaking on the: subject of 
“Broadening the Bank’s Service,” Mr. 
Myers declared that there should be in- 
cluded a touch of solicitude for the 
bank’s owners and operators as well as 
for the customers and the public. 
Proper charges for valuable services 
rendered would not only bring income 
to the bank, but would win the genuine 
respect of the depositors and the com- 
munity. “If our guiding principles are: 
Sound operations from the public stand- 
point, and profitable operations from 
the stockholders’ standpoint, we will 
perform an enduring service to our 
clientele, communities and __ stock- 


holders,” Mr. Myers concluded. 


Small Loans 


q| A new trend in banking which has 
seen loan service extended to the public 
at large is revealed in figures released 
by the Bank of America. Today more 
than 40 per cent. of all personal loans 
made by Bank of America are without 
co-signers. 

In the six years from 1929 through 
1935, the bank’s personal loans totaled 
$11,490,000, while in 1936, when the 
loan policy was liberalized, the total 
rose to $12,260,000, or more than the 
total for the entire six years preceding. 
Growth continued in 1937, the total for 
that single year reaching $20,069,344. 

According to L. M. Giannini, presi- 
dent of Bank of America, ‘the steadily- 
employed wage and salary earner has 
proved himself an excellent credit risk. 
Personal loans up to $300 are made on 
personal note, without co-signers, where 
the applicant has had steady employ- 
ment for at least a year at a minimum 
annual wage of $1,500 with a well-es- 
tablished concern and can establish a 
clear credit record. 

The liberalized policy, Giannini de- 
clared, is also responsible for the huge 
volume of instalment financing carried 
on by Bank of America in the fields of 
automobile, household equipment and 


home modernization. lending. The 
volume continues to expand despite the 
recession, because Bank of America is 
obtaining a greater proportion of all 
the available business. 


q Approximately fifty Virginia bankers 
attended the first annual meeting of the 
Bankers Discount Conference of Vir- 
ginia, held last month in Richmond at 
the Morris Plan Bank of Virginia. The 
newly-formed conference, whose pur- 
pose is to set up standards for the dis- 
counting of installment paper, has been 
attracting wide interest and approval. 
M. E. Bristow, commissioner of the Vir- 
ginia State Banking Department, spoke 
at the first meeting, praising the spirit 
of the conference and urging a tighten- 
ing up on rules, with larger down pay- 
ments and shorter maturities on install- 
ment paper. 


Trusts 


q “Until a few years ago,” comments 
the New York Times, “the duties of a 
trust company in acting as trustee for an 
issue of bonds consisted in little be- 
yond charging fees for the service and 
notifying the holders if the bonds were 
defaulted. There has been considerable 
more effort to live up to the meaning 
of the word trustee in recent years.” 


q New trust powers have been taken 
over by the Mortgage Corporation of 
New York under the provisions of an 
amendment to the New York State in- 
surance law recently signed by Gover- 


nor Lehman. The change in the law 
gives mortgage companies the oppor- 
tunity to revise their certificates of 
organization so as to have the power to 
take and execute all trusts, deeds and 
powers in connection with real estate 
located within the state. Previously 
corporate trust powers in the real estate 
mortgage field had been reserved to 
banks and trust companies. 

The amendment making trust powers 
for mortgage companies possible has 
been urged for some time. by State 
Superintendent of Insurance Louis H. 


Pink. 
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